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TECHNICAL REPORTS

Committee on Accounting Procedure
a letter to members, dated October 14,
1948, dealing with the accounting treat
ment of depreciation under present condi
tions, and four accounting research bulle
tins : No. 34, “Use of the Term ‘Reserve’ ”;
No. 35, “Presentation of Income and
Earned Surplus”; No. 36, “Pension Plans
—Accounting for Annuity Costs Based on
Past Services”; and No. 37, “Accounting
for Compensation in the Form of Stock
Options.”

To the Council of the
American Institute of Accountants :

Gentlemen: The demands of society
for financial information which will be
useful and significant have imposed a
major task upon the accounting profession.
The task is a continuing one and is of in
creasingly greater significance. It requires
keeping abreast of political and economic
changes as well as changes in the charac
ter of business, and imposes a duty to
translate those changes into accounting
terms. Whether this task is accomplished
by fiat or by a more democratic process is
of great concern to the accounting profes
sion. It is the importance of keeping the
process democratic that is the motivating
force behind the work of the Institute’s
committee on accounting procedure.
The chief objective of the committee is
to develop a body of accounting principles
which can be used as guides in the formu
lation of accounting judgments. Other
more limited objectives are to deal with
problems of immediate interest and to as
sist in maintaining cooperative relations
with governmental agencies and other or
ganizations for the resolution of mutual
problems. The extent to which the com
mittee’s efforts have been fruitful in these
respects is attested by the character of the
accounting research bulletins that have
been issued and their general acceptance
as authoritative statements by the commu
nity. The profession, however, cannot
stand on its achievements to date but must
accept the challenging role of making fi
nancial information more enlightening and
more understandable to greater numbers
of people.
In furtherance of its obligation, the
committee since the last report to council
held two one-day sessions on October 6,
1948, and January 10, 1949, and one twoday session on April 1 and 2,1949. It issued

Over-All Statement of
Accounting Principles
Reflecting the committee’s long range
objectives are several proposals which may
lead to major developments in accounting
progress. First and perhaps foremost is a
proposal for an over-all statement of ac
counting principles. The committee did
not in the earlier years of its existence
consider it advisable for a number of rea
sons to undertake such a project at that
time. It has followed the so-called casestudy method, dealing with individual
problems as they arise. As was to be ex
pected, the result was in the nature of a
patchwork covering a variety of subjects;
and with the passage of time some changes
of viewpoint, duplications, and obsolete
material have crept in. Taking cognizance
of this situation, a subcommittee has been
appointed to prepare a draft of an over-all
statement of principles for consideration
by the full committee. As an initial part of
this project, the research department has
been asked to prepare a restatement of the
principles already voiced by the committee.
It is hoped the restatement may adequately
take the place of the first 37 bulletins.
Similarly long range in character is a
project for a complete and correlated state
ment of standards of disclosures which are
deemed applicable to published financial
statements. As a start on this program, the
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research department, at the request of the
committee, prepared a codification of state
ments on disclosures in financial state
ments which had heretofore been issued by
the Institute. This was published in the
August 1948 issue of The Journal. Work
on the main project is now in progress.

Terminology
To define words and terms as they are
used in accounting is one of the most diffi
cult and at the same time one of the most
necessary functions of the committee.
Progress always seems to be slow, but this
is necessarily so. In the past, this work
was performed by a separate committee
acting in close harmony with the commit
tees on accounting and auditing procedure.
This year, the committee was appointed as
a subcommittee of the accounting proce
dure committee. In order not to impede its
work any more than necessary, the sub
committee has been authorized to publish
the results of its studies as statements of
the subcommittee. The previous committee
enjoyed a similar authority and its reports
were issued as part of the accounting re
search bulletin series. While this proce
dure does not give the statements the au
thority of the full committee, it permits
greater progress in a field where recom
mendations are more in the nature of ob
jectives and where considerable time will
be needed to obtain adoption of suggestions
made. Notwithstanding this method of is
suance, the full committee has spent con
siderable time in considering material pre
pared by the subcommittee and has given
the latter the benefit of its suggestions.
The subcommittee’s definitions on tangible
and intangible assets, and the use of the
term “surplus” are presently before the
full committee for comment and criticism.
Depreciation and High Costs

The most significant question which has
faced accountants since the war is whether
accounting in dollars fairly reflects the
earnings, assets, and liabilities of an enter
prise without regard to what those dollars
will buy. Now that commodity price in
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creases seem to have run their course, this
problem centers chiefly on whether depre
ciation is correctly stated unless it is ad
justed to reflect the changed purchasing
power of the dollar. Although the com
mittee in its letter to members dated Oc
tober 14, 1948, reaffirmed its position of a
year earlier that .. no basic change in
the accounting treatment of depreciation
of plant and equipment is practicable or
desirable under present conditions to meet
the problem created by the decline in the
purchasing power of the dollar,” it is con
tinuing its study of the theoretical aspects
of the question how the change might be
accomplished if a change should be found
desirable. The committee also said in the
same letter that “any basic change in
the accounting treatment of depreciation
should await further study of the nature
and concept of business income.” The in
come study group, sponsored jointly by the
Institute and the Rockefeller Foundation,
is now engaged on a study of this question,
and has made available to our committee
some of the material mailed to its own
members. Except for discussion, any ac
tion on this subject is being held in abey
ance until some conclusion is reached by
the income study group.

Restatements of Assets

There has always been a great deal of
controversy as to whether restatements of
assets may be made when the net adjust
ment is upward. This is one phase of the
general question as to the circumstances
under which departures from cost may be
proper. This question was considered by
the committee several years ago and, al
though the committee then agreed that
there are cases in which upward restate
ments of assets should be permitted and
approved four basic propositions with re
spect to departures from cost, nothing in
the form of a bulletin was ever published
because of an unfavorable reaction out
side the committee. In view of the impact
of price changes there is a growing need
for a statement in this area. It is a field
in which there is little in the way of pre
cedent, and no authoritative statement, to
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guide the accountant; and the committee
believes that discussion of it and exposure
to more widespread consideration will be
beneficial in seeking a solution. Accord
ingly members of the committee have been
asked to write articles on the subject for
publication in The Journal.
Mergers and Consolidations

The need for a statement distinguishing
a merger from an acquisition and the
accounting procedures involved has long
been felt, but the press of other matters
and the complexity of the problem have
prevented action by the committee. How
ever, a subcommittee is now engaged in an
effort to define the terms involved and to
develop criteria to distinguish a merger
from an acquisition. Actual cases of
mergers and consolidations are to be
analyzed by the research department and
the essential features published. There ap
peared in the research director’s column of
the April Journal a question-and-answer
statement on a practical merger problem.
Lifo

The Lifo method of inventory pricing,
because of its relative newness and its im
pact on financial statements, has raised
many important questions. What is it?
Does it represent a concept of income
different from Fifo? Should market be
used when lower? Does it carry the im
plication of a normal or base stock ? Should
there be disclosure of the current value of
the inventory to make the balance-sheet
more useful? What costs should be used
in determining profits when normal or base
stocks, or any portion of the inventory,
are voluntarily or involuntarily liquidated ?
Is the Lifo method applicable to the in
ventory of any company? How can the
differences in accounting treatments for
inventories be narrowed when some com
panies use Lifo and others Fifo? Or al
ternatively, should Lifo be discouraged?
Perhaps this subject and its related ques
tions serve to illustrate more than any
other the need for research, education,
and clarification.

While the committee is concerned with
all of these and other questions raised by
the Lifo method, only a few are likely to
be dealt with by the issuance of a bulletin
in the near future. The question regarding
disclosure of current value of Lifo inven
tories in the balance-sheet has been raised
by a number of people, notably the chief
accountant of the SEC. The committee is
not at present in favor of a compulsory
requirement for such disclosure except in
special instances such as in mergers and
in refinancing, largely because of incor
rect inferences which might be drawn;
but it believes that the significance of the
use of different inventory bases probably
could be explained to a greater extent with
advantage to the readers of financial
statements.

Long-Term Leases
At the request of the chief accountant
of the SEC, the committee is considering
the question of what disclosure should be
made in financial statements of the type of
long-term contract of which buy-buildsell-lease transactions are typical, both
with respect to the original transaction
and the annual commitments thereunder.
The committee believes long-term leases in
which no sale of assets is involved should
be included in the study. It is expected this
activity will lead to an early statement by
the committee suggesting a greater degree
of disclosure.

Classification of Reserves
In the Balance-Sheet

In recommending in Accounting Re
search Bulletin No. 34 that the term
"reserve” be limited in its use .. to indi
cate that an undivided portion of the assets
is being held or retained for general or
specific purposes...” the committee on
terminology advised the accounting pro
cedure committee that a wide variety of
practice prevails with respect to the classi
fication of “reserves” in the balance-sheet.
In order to narrow the practice in this
area, it suggested that the accounting pro
cedure committee consider criteria for de

Committee on Auditing Procedure

termining whether a "reserve” should be
classified as a liability or as part of the
stockholders’ equity. The committee ac
cordingly is studying the problem and
considering the desirability of making a
recommendation for clarifying further the
presentation of “reserves.”
Non-Retroactive Feature of
Accounting Research Bulletins

Note 2 at the end of each accounting
research bulletin, to the effect that the
bulletins are not intended to be retroactive,
has been giving the staff of the SEC some
difficulty when dealing with financial state
ment summaries covering a period of years
such as those required under a 1933 Act
filing. Companies use the clause as an ex
cuse for failing to adjust the figures in
comparative statements which would place
them on the same basis as the current fig
ures. The committee is considering pos
sible clarification of the meaning of the
note which would overcome this difficulty.
Conclusion

Associate Justice Douglas of the Su
preme Court in a recent lecture expressed
his judicial philosophy as follows:
“The lawyer himself shares the yearn
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ing for security that is common to all
people everywhere.... This search for a
static security—in the law or elsewhere
—is misguided. The fact is that secur
ity can only be achieved through con
stant change, through discarding old
ideas that have outlived their usefulness
and adapting others to current facts.
There is only an illusion of safety in a
Maginot Line. Social forces like armies
can sweep around a fixed position and
make it untenable. A position that can
be shifted to meet such forces and at
least partly absorb them alone gives
hope of security.”

This is as true of accounting as of the
law and the committee in this spirit ac
cepts the challenging problems thrust upon
it with the knowledge that they involve
greater responsibility, require continued
research, and lead more and more into
debatable fields.
The committee continues its sincere ef
forts to make its work more useful by
widespread dissemination of information
regarding the problems that are being
discussed.
Respectfully submitted,
Samuel J. Broad, Chairman
April 27, 1949

Committee on Auditing Procedure
To the Council of the
American Institute of Accountants :

Gentlemen : The expression of an
opinion regarding the fairness of financial
statements carries with it a responsibility
for observing the highest standards of
professional competence and work. Ac
cordingly, the efforts of the committee on
auditing procedure are directed to devel
oping standards and procedures by which
the profession may more fully and satis
factorily meet this responsibility. This is
of the utmost importance to the profession

and the committee believes that it is mak
ing substantial progress.
Since its last report to council, the com
mittee has held one meeting at which an
extensive program of activities was dis
cussed and a plan of procedure agreed
upon. Basically, this program is designed
to illustrate the application of the funda
mental concepts set forth in the commit
tee’s two special reports on “Auditing
Standards” and “Internal Control.” To a
considerable degree, the committee has
adopted the case-study approach as being
the most satisfactory method of explaining
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the manner in which these concepts may
be applied in specific situations. Work on
this program is progressing satisfactorily
and should result in a number of worth
while contributions to the profession.
Since none of the projects has as yet
been completed, this report is limited to a
brief outline of the committee’s objectives
for the year and of the progress made to
date. It should be noted that, to an even
greater extent than before, the committee’s
efforts this year are directed toward assist
ing the smaller practitioner.

Case Studies in Auditing Procedure
The committee is making intensive ef
forts to expand its series of case studies in
auditing procedure. It believes the recep
tion given the case studies already issued
(six in number) indicates that they are
filling an important need in accounting
literature for examples of typical proce
dures by which the independent public ac
countant complies with generally accepted
auditing standards in a variety of audits.
Over 135,000 copies of these studies have
been distributed.
The case studies issued to date have
dealt with fairly large companies. In an
effort to be of greater service to smaller
practitioners, it is planned that future case
studies should deal for the most part with
smaller businesses. A number of new ones
submitted by committee members are now
under review and others are being pre
pared. Moreover, an invitation has been
extended to the membership in general,
through the presidents of state societies,
urging them to prepare additional case
studies to be included in the committee’s
series. It is hoped that many members will
respond to this invitation and that a fairly
comprehensive series will be available
within a relatively short time. The case
studies are very useful in developing bet
ter understanding and more widespread
recognition of the profession’s standards.
Internal Control

The committee’s special report, “In
ternal Control—Elements of a Coordinated

System and Its Importance to Manage
ment and the Independent Public Account
ant,” was issued early in the year and has
been exceptionally well received. Although
the first printing of this report was un
usually large, the Institute’s supply is
nearly exhausted, and a second printing
has been ordered.
The committee feels that it is important
to go ahead with its plans to prepare and
issue a number of special case studies illus
trating the manner in which the accountant
evaluates the internal control and applies
his findings in specific situations. As now
contemplated, three of these case studies
will be issued as follows:
(a) A case in which a complete study of
internal control is made, as in a first
audit.
(b) A case in which previous audits and
examinations of internal control
have been made.
(c) A case directed particularly to the
problems involved in examining a
small company.

Reliance Upon Internal Audits

Last year, council referred to the com
mittee the question of the extent to which
public accountants should place reliance
upon audits made by internal auditors em
ployed by the client. The committee has
considered this question and feels it will be
covered satisfactorily in the proposed case
studies on internal control and that, ac
cordingly, it will not be necessary to issue
a special statement on the matter.

Audit Pamphlet
At the request of the committee on co
operation with bankers and other credit
grantors, the research department has pre
pared a first draft of a pamphlet designed
to assist bankers and other laymen to gain
a better understanding of the auditor’s re
sponsibilities and procedures. The com
mittee on auditing procedure is now in the
process of reviewing this document. Copies
have also been sent to the committee on

Revision of Statement No. 23
coöperation with bankers and other credit
grantors and to the Robert Morris As
sociates’ committee on cooperation with
public accountants for comment and sug
gestions.

Revision of Statement No. 23
Following issuance of Statements on
Auditing Procedure No. 23, “Clarification
of Accountant’s Report When Opinion Is
Omitted,” it became evident that there was
considerable misunderstanding in the pro
fession as to the objectives of the proposed
amendment to “Extensions of Auditing
Procedure” and its application in practice.
The committee believes that many of the
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objections to the proposed amendment can
be met by revising it to explain more fully
the committee’s views on the subject. Ac
cordingly, a revised amendment has been
prepared and has been incorporated in a
special report recently mailed to council
members for their consideration. We
strongly urge that the revised amendment
be submitted to the membership for con
sideration in place of the amendment pro
posed in Statement No. 23.

Respectfully submitted,
Alvin R. Jennings, Chairman

April 27,1949

Special Report
Revision of Statements on Auditing Pro
cedure No. 23, "Clarification of Account
ant's Report When Opinion Is Omitted"
To the Council of the
American Institute of Accountants:

Gentlemen: At the fall meeting of
council in 1947, the committee on auditing
procedure submitted a special report rec
ommending an amendment to “Extensions
of Auditing Procedure” designed to clar
ify reports submitted by accountants when
an opinion is omitted. Because “Exten
sions of Auditing Procedure” had been
formally adopted by the membership of
the Institute, it was believed appropriate
that any modification thereof should like
wise be placed before the membership for
formal consideration. Accordingly, council
directed that the committee’s special report
be placed on the agenda of the next annual
meeting of the Institute for discussion and
action by the membership, and authorized
its issuance as a committee statement so
that the membership might have an oppor
tunity to consider it prior to its presenta
tion to the annual meeting for formal ac
tion. The special report was issued in
December, 1947, as Statements on Audit
ing Procedure No. 23, “Clarification of

Accountant’s Report When Opinion Is
Omitted.”
Following issuance of this statement it
became evident that there was consider
able misunderstanding in the profession as
to the objectives of the proposed amend
ment and its application in practice. Many
practitioners have indicated their unwill
ingness to approve the proposed amend
ment because they believe it requires a
lengthy statement regarding the omission
of an opinion, and the reasons why, even
in cases where all they do is prepare finan
cial statements without audit and present
them on their stationery. Others have been
in doubt as to whether they could issue
long-form reports when they could not
express an opinion on the over-all fairness
of the financial statements; and still others
as to whether they could issue a qualified
report.
In view of this apparent confusion, for
mal consideration of the amendment by the
profession was postponed until the 1949
annual meeting of the Institute.
The committee believes that many of the
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objections to the amendment proposed in
Statements on Auditing Procedure No. 23
can be met by revising it to explain more
fully the committee’s views on the subject.
Accordingly, the committee has prepared
a revised amendment which it recommends
for submission to the membership for
formal action in place of the one previ
ously recommended in paragraph 6 of
Statement No. 23. Although some changes
in the wording have been made for the
purpose of greater clarity, the principles
expressed in the amendment remain un
changed. Some additional wording has also
been included to explain more fully the
objective of the proposed amendment and
its application in practice. The wording of
the proposed amendment as revised is con
tained in the following resolution which
we recommend for passage by the council:
RESOLUTION

Whereas, “Extensions of Auditing
Procedure” (Statements on Auditing Pro
cedure No. 1) contains the following
paragraph:
“The independent certified public ac
countant should not express the opinion
that financial statements present fairly
the position of the company and the re
sults of its operations, in conformity
with generally accepted accounting prin
ciples, when his exceptions are such as
to negative the opinion, or when the
examination has been less in scope than
he considers necessary. In such circum
stances, the independent certified public
accountant should limit his report to a
statement of his findings and, if appro
priate, his reasons for omitting an ex
pression of opinion.”
And, Whereas, Council of the Amer
ican Institute of Accountants has hereto
fore directed that there be presented to the
membership for formal action an amend
ment to the foregoing paragraph, which
amendment was recommended by the com
mittee on auditing procedure in paragraph
6 of a special report to council, subse
quently issued by that committee as State
ments on Auditing Procedure No. 23,

“Clarification of Accountant’s Report
When Opinion Is Omitted,” and

Whereas, The committee on auditing
procedure, in the interests of greater clar
ity of expression and fuller explanation of
the objective of the proposed amendment
and its application in practice, has recom
mended that the proposed amendment be
restated to read as follows:
Restatement
“The independent certified public ac
countant should not express the opinion
that financial statements present fairly
the position of the company and the re
sults of its operations, in conformity
with generally accepted accounting
principles, when his exceptions are such
as to negative the opinion, or when the
examination has been less in scope than
he considers necessary to express an
opinion on the statements taken as a
whole. In such circumstances, the inde
pendent certified public accountant
should state that he is not in a position
to express an opinion on the financial
statements taken as a whole and should
indicate clearly his reasons therefor. To
the extent the scope of his examination
and the findings thereof justify, he may
also comment further as to compliance
of the statements with generally ac
cepted accounting principles in respects
other than those which require the de
nial of an opinion on the over-all fair
ness of the financial statements. The
purpose of these assertions by the ac
countant is to indicate clearly the degree
of responsibility he is taking.

“Whenever the accountant permits his
name to be associated with financial
statements, he should determine whether,
in the particular circumstances, it is
proper for him to (1) express an un
qualified opinion, or (2) express a qual
ified opinion, or (3) disclaim an opinion
on the statements taken as a whole. Thus,
when an unqualified opinion cannot be
expressed, the accountant must weigh
the qualifications or exceptions to de
termine their significance. If they are

Business Income Study

not such as to negative the opinion, a
properly qualified opinion would be sat
isfactory ; if they are such as to negative
an opinion on the statements taken as a
whole he should clearly disclaim such an
opinion. His conclusions in this respect
should be stated in writing either in an
informal manner, as in a letter of trans
mittal bound with the financial state
ments, or in the more conventional shortform or long-form report. However,
when financial statements prepared with
out audit are presented on the accoun
tant’s stationery without comment by the
accountant, a warning, such as ‘Pre
pared from the Books Without Audit,’
appearing prominently on each page of
the financial statements is considered
sufficient.
“It is not contemplated that the dis
claimer of an opinion should assume a
standardized form. Any expression
which clearly states that an opinion has
been withheld and gives the reasons why
would be suitable for this purpose. How
ever, it is not considered sufficient to
state merely that certain auditing pro
cedures were omitted, or that certain
departures from generally accepted ac
counting principles were noted, without
explaining their effect upon the accoun
tant’s opinion regarding the statements
taken as a whole. It is incumbent upon
the accountant, not upon the reader of
his report, to evaluate these matters as
they affect the significance of his exam
ination and the fairness of the financial
statements.”
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Now THEREFORE BE IT RESOLVED THAT:

(a) Council approves the above restate
ment of the proposed amendment to
“Extensions of Auditing Procedure” and
directs that, in lieu of the wording pre
viously recommended by the committee on
auditing procedure, this revised wording
be presented to the membership for formal
action at the next annual meeting of the
American Institute of Accountants with
the recommendation that it be adopted, and
(b) Notice of this action, together with
a copy of the committee’s special report
presented to this meeting, shall be distrib
uted to the membership as soon as possible.
*

In considering this recommendation, it
should be remembered that “Extensions of
Auditing Procedure” for 10 years has pre
cluded the expression of any opinion on
the financial statements taken as a whole
when the accountant’s exceptions or qual
ifications were such as to negative the
opinion. This provision is continued under
the committee’s recommendations. The
proposed change is concerned solely with
improving current reporting practices by
providing that, in such cases, the accoun
tant should henceforth clearly indicate that
he is not in a position to express an opin
ion on the financial statements taken as a
whole, and give his reasons why.

Respectfully submitted,

Alvin R. Jennings, Chairman

April 14,1949

Business Income Study
To the Council of the
American Institute of Accountants :

Gentlemen : As chairman of the busi
ness income study group I would like to
report to council that since its last meeting
I feel that we have made progress. An all

day meeting of the full committee was held
on Saturday, October 16, 1948. Since then
a number of meetings of our executive
committee have been held (all of which
have been attended by George Bailey and
Sam Broad) at which we have heard re
ports regarding the studies in progress.
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When we commenced the study of busi
ness income one of the first questions
raised was the unit of exchange in which
income statements are presented. This
seemed rather fundamental to the members
of the group and there has been consider
able discussion of this subject. The first
paper which we have printed and circu
lated to members of the study group is one
by Arthur H. Dean, a lawyer, on the sub
ject “Business Income Under Present
Price Levels.” This is being reprinted and
will be mailed to every member of the
Institute. It approaches the subject from a
legal point of view and the study group is
taking no position on the problems he
discusses.
Mr. May, as research consultant, has
prepared a paper on the accounting as
pects, which will also be printed and cir
culated, I hope, this spring or early sum
mer.
Professor Sidney Alexander of Harvard
is preparing a paper from an economic
point of view and Professor Marten Bron
fenbrenner of Wisconsin from a monetary
point of view. Both of these papers are
under the direction of Solomon Fabricant
and I hope will be ready for distribution
in the fall. Both Mr. Alexander and Mr.
Bronfenbrenner have outlined their ap
proaches to the problem. They will deal
with broad questions such as the influence
of concepts of income on the actions of
businessmen, which will call for consider
ation by the group as a whole.

After the four monographs have been
completed the task of integrating them
and formulating views of committee mem
bers will remain to be undertaken.
While we have come to no conclusions
as a group, the meetings and exchange of
correspondence have thrown considerable
light on the subject and I think that all
members of the group have a better under
standing of the problems connected with a
determination of business income.
Up to date we have drawn $10,000 from
The Rockefeller Foundation and $10,000
from the Institute and have expended the
following amounts:

Salaries........................$12,630
Printing ..................... 2,804
Other expenses .......... 1,110
or a total of $16,544 in round figures. We
have commitments for the two studies in
process and printing expenses which will
come to another $10,000 before the end
of the current fiscal year.
I anticipate that we will be able to live
within our budget for the year and a half
during which it is still to run under the
grants by the Institute and the Rockefeller
Foundation.
Respectfully submitted,
Percival F. Brundage, Chairman

April 29,1949

Committee on Cooperatives
To the Council of the
American Institute of Accountants :

Gentlemen : Your committee on ac
counting for cooperatives submits a brief
report covering its activities and its pro
gram.
During the interim from its last report,

it has handled a number of inquiries from
members of the Institute relating to prob
lems of cooperative accounting and taxa
tion.
This committee desires to recognize the
splendid work done by the Texas Society
of Certified Public Accountants in respect
to its preparation of a brochure on “Audit
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ing Standards for Agricultural Coopera
tives.”
This project was undertaken partly at
the suggestion of the Texas Federation of
Cooperatives, and the completed brochure
was published and given general circula
tion by the Houston Bank for Cooperatives,
with appropriate credit given to the source.
The American Institute’s committee on
cooperatives gladly embraced an oppor
tunity to collaborate in a small way.
This project reflects an outstanding
public service which surely will result in
substantial benefit to all concerned. It will
serve the business interest and the bankers
involved by furnishing better audits; it will
open up new avenues of service by our pro
fession; and it certainly offers tangible
evidence of the desire and ability of mem
bers of our profession to cooperate with
all segments of business in the solution
of their problems. This type of service
builds good will. The Texas Society is to
be congratulated on its accomplishment.
The major concern of the committee for
the present involves consideration of prob
lems which might be described generally
as involving the taxation of patron’s
equities, as income to the patrons; the
right of exclusion of amounts distributed
by a taxable cooperative association, in
determination of its own taxable net in
come; and determination of what consti
tutes a valid distribution of margins in in
stances where the distribution is in a form
other than cash.
The Internal Revenue Code, and the
regulations pertaining thereto are silent as
to this phase of the problem of taxing
equities of patrons of cooperatives, par
ticularly when they may be distributed in
some evidence of equity other than cash.
There have been numerous income tax
rulings by the Bureau of Internal Revenue
and court decisions which cover specific
cases. Nevertheless, there is much con
fusion both within the Bureau, and among
the cooperatives and their patrons, due to

the lack of definitive regulations to serve
as a guide both to the revenue agents in the
field and the taxpayers involved. It is not
uncommon to find the representatives of
the Bureau arguing on opposite sides of
the same phase of this question in differ
ent revenue districts.
Members of your committee have been
collaborating with a special subcommittee
of the legal and tax committee of the
National Council of Farmer Cooperatives
which is working with the commissioner’s
office in the drafting of definitive regula
tions designed to end the confusion. These
will establish a definite program under
which all margins realized by a coopera
tive, whether agricultural or industrial,
tax exempt or tax paying, will be taxed to
the patron to whom they belong at a defi
nite time and manner to be clearly defined
therein.
Your committee has not participated in
this program as a committee, but rather
through the active collaboration of some
of its individual members. However, the
committee recognizes the importance of
the problem, the need for its solution, and
endorses the general program now under
way to meet it. It has refrained from sub
mitting its recommendations, as a commit
tee, because the problem is one which prin
cipally involves federal taxation of in
comes, and therefore might properly fall
in the field of activity of the Institute’s
committee on federal taxation. It does in
vite that committee to give this problem its
earnest consideration, in order that the
Institute may be in a position officially to
make such contribution to the solution of
the problem as its federal tax committee
might recommend and the council deems
appropriate.
Respectfully submitted,

W. L. Bradley, Chairman
April 18,1949

Committee on Federal Taxation
To the Council of the
American Institute of Accountants :

Gentlemen : The committee on federal
taxation has had one meeting, December
6, 1948, since the 1948 annual meeting,
and has considered a number of questions
by correspondence. Following is an outline
of the subject matter considered.
1. Excess-profits tax. Resolved to pre
pare a research study of experiences of ac
counting profession with this type of tax.
Work deferred in view of improbability
that excess-profits tax would be consid
ered this year.
2. Accelerated depreciation. A memo on
this subject by Leland Sutherland, vice
chairman of the committee, is under con
sideration. The executive committee has
requested the tax committee to continue its
study of depreciation allowances, “taking
into account present-day excessive repro
ductive costs.”
3. “Basis provisions” of Code (Virgin
ian Hotel Corporation decision). The com
mittee last year recommended an amend
ment to provide for reduction of “basis”
by depreciation only to the extent such
depreciation had served to reduce taxable
income. It was learned that the Treasury
was opposing such an amendment on the
ground that resulting claims would seri
ously affect the nation’s finances. The
chairman sent an inquiry to 89 public ac
counting firms, asking for estimates as to
possible number and amounts of such po
tential claims. On the basis of replies
received it seems doubtful that claims
would amount to anything near a figure
which would be material in relation to
annual tax revenues. Work is continuing
in assembling the data for this survey.
4. Testimony on new tax bill. If hear
ings are held late this spring on a new tax
bill, the committee is considering the pos
sibility of offering testimony on broad
questions of current interest, such as ac
celerated depreciation, Section 102, pro
posals for an undistributed profits tax, and
the desirability of conformity of tax ac

counting with generally accepted account
ing principles.
5. Tax Settlement Board. The members
present at the meeting December 6th unan
imously approved, in principle, the estab
lishment of an independent, informal, tax
settlement board such as that now pro
vided in the Mills Bill (HR 2983).
6. Tax Research Organization. The
committee has considered a proposal that
the Institute, perhaps in cooperation with
other bodies, should establish a tax re
search organization. No final conclusion
has yet been reached.
7. Relations with Bureau. Members of
the committee in several cities have par
ticipated in informal and off-the-record
discussions with Bureau officials on mat
ters of mutual interest.
8. Relations with Tax Section, Ameri
can Bar Association. The chairman and
other members of the committee have had
unofficial discussions with representatives
of the Tax Section, American Bar Asso
ciation, looking to cooperation in consid
eration of tax problems of mutual interest.
Relations are most friendly.
Your chairman was appointed by the
president of the Institute as a member of
the “Task Force” to deal with legislative
and other problems related to the position
of certified public accountants in tax prac
tice. In this connection he has testified be
fore a House committee on the Tax Court
bill, participated in several conferences in
Washington with representatives of the
Treasury, Bureau, and American Bar As
sociation, and attended numerous meetings
of the Task Force itself.
For some years it has seemed to some
members of the committee on federal tax
ation that its activities were important
enough to the profession as a whole to
warrant employment by the Institute of a
thoroughly competent technical assistant,
well versed in taxation. The scope of the
committee’s work is broad, and its projects
involve a good deal of research and draft
ing. In addition to assuming these burdens
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a competent staff assistant could increase
the productivity of the committee by keep
ing all members currently informed of
developments related to the committee’s
work, suggesting projects, and serving as
a clearing house of committee opinion.
To illustrate: every new proposal in the
field of federal income taxation should be
brought promptly to the attention of the
Institute’s committee and state society tax
committees. The Institute committee should
decide (in the light of resulting com
ments) either to take no position on it, or
to take a position, and what that position
should be. In this way precedents would be
created which might develop into a long
range tax policy. Representatives of the
committee would be able on short notice
to comment or testify authoritatively on
any tax question of current interest. In this
way the influence of the accounting pro
fession on the shaping of federal tax pol
icy could be greatly increased.
It has also been suggested that the ex
perience of members of the profession with
the administration of the income-tax laws
all over the country would be helpful both
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to the Bureau and to Congress in mini
mizing unsatisfactory procedures, incon
sistencies, and abuses. The task of gather
ing and coordinating information on tax
administration, as a continuous activity, is,
however, too much for a voluntary com
mittee.
The importance to the accounting pro
fession of maintaining its position in tax
practice needs no elaboration. In view of
the apparent desire of some elements in
bar associations to curtail the tax prac
tice of accountants it seems desirable to
take any steps which will enhance the ac
counting profession’s prestige, authority,
and influence in the tax field.
It is believed that employment of a tech
nical assistant to the tax committee would
be a step in that direction. If the council
views this suggestion favorably, the pres
ent seems a most appropriate time at which
to take action to make it effective.

Respectfully submitted,
Mark E. Richardson, Chairman

April 11,1949

II.
REPORTS ON

COOPERATION WITH OTHER ASSOCIATIONS

Committee on Cooperation with Bankers

and Other Credit Grantors
To the Council of the
American Institute of Accountants :

The agenda for this meeting included,
among others of lesser importance, the
following subjects:

Gentlemen : The report of this com
mittee for the period since the Institute’s
annual meeting last fall may be summar
ized under four major headings as follows:

1. Statement on Auditing Procedure
No. 23—“Classification of Auditors’
Reports.”

1. The work of the committee directed
toward cooperation.

2. Recent Accounting and Auditing
Bulletins issued by the AIA.

2. Status of the substitute or replace
ment for the pamphlet “Examination of
Financial Statements by Independent
Public Accountants.”

3. Pending projects—
(a) The substitute or replacement
for the pamphlet “Examination of
Financial Statements by Independent
Public Accountants.”
(b) Proposed study of accountants’
report by the AIA research staff.

3. Renewal of the study of the present
standard bank confirmation form.

4. General discussion leading to possi
ble agreement as to subject-matter of
greatest interest for consideration at
joint meetings and an exchange of arti
cles during current year.

4. The future objectives of the com
mittee.

The comments to follow elaborate on the
preceding summary.

The Work of the Committee
Directed Toward Cooperation
On October 14, 1948, the executive
director of the Institute and this committee
chairman met in New York City with
Raymond W. Duning, secretary-treasurer
of the Robert Morris Associates, and S.
Allen Pippitt, chairman of the Robert
Morris Associates’ committee for coopera
tion with accountants. Plans were laid for
a future joint meeting of the two com
mittees. On Tuesday evening, December 7,
1948, this joint meeting came to order at
the Harvard Club in New York City under
the direction of Mr. Pippitt. The R.M.A.
committee members far outnumbered the
AIA committee members but a reasonable
balance was accomplished because of the
presence of Messrs. Carey, Blough, Grady,
and Jennings on the side of the accoun
tants.

5. Suggested procedures in stimulating
cooperative activity.
On April 8, 1949, Messrs. Duning, Pip
pitt, Carey, and your chairman again met
in New York City for lunch and general
discussion. Plans were completed for a
joint meeting of committees to be held at
the Union League Club in New York City
on June 8, 1949, beginning with luncheon.
The agenda for this meeting will be
substantially the same as that for the last
joint meeting. Much of this agenda had
not been satisfactorily covered during the
previous meeting.
In response to suggestions from bankers
throughout the country, the bankers’ com
mittee is, your chairman understands, giv
ing tentative consideration to the possible
preparation of an outline of what a banker
would like to obtain from the auditor’s
report. It is the thought of the chairman
of their committee that this might also be
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discussed at the meeting and that the mem
bers of the accountants’ committee would
have suggestions that would be helpful in
the development of such a project.
Status of the Substitute or Replace
ment for the Pamphlet "Examination
of Financial Statements by Indepen
dent Public Accountants"

The first draft of this pamphlet has been
completed and is now in the hands of the
members of both this committee and
R.M.A. committee. It is presently titled
“What Is an Audit by a Certified Public
Accountant?” It will undoubtedly consti
tute a large part of the discussion at the
coming joint meeting of committees.
The theme of the new pamphlet is to
indicate in general narrative form the type
of examination a certified public accoun
tant customarily makes, particularly in the
field of small business and with illustra
tions of specific items. It does not purport
to set out a complete audit program. It has
been transmitted to the committee on aud
iting procedure also for comment.

Renewal of the Study of the Present
Standard Bank Confirmation Form
On page 232 of the March 1949 Journal
of Accountancy there appeared a short
article under your chairman’s name on
“How to Prevent Misuse of Standard
Bank Confirmation Form.” This article
sketched briefly the results of its previous
study of the form and concluded with: “It
is hoped that many Journal readers will
express their views on this important sub
ject.” How far the present study will pro
ceed, if at all, will be influenced largely
by the responses to the request for an ex
pression of views.
The Future Objectives of the
Committee

The projects in process, previously
noted in this report, on the part of the
AIA committee and on the part of the
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R.M.A. committee together with the brief
summary of the agenda for a past and a
future joint meeting of the committees is
persuasive, at least, of the desirability for
continued close cooperation between the
two groups. Appropriate projects for the
mutual benefit of both bankers and ac
countants present themselves with more
than infrequent occurrence. Therefore, a
big hurdle in the continuation of close*
cooperation is a loss of interest on the part
of the profession itself. This should not be
allowed to occur and your chairman is
sure that future officers of the Institute
will see to it that such does not occur by
the appointment of committee chairmen
who are understanding and sympathetic to
the broad field of public relations which
has a sound foundation in the profession’s
present relations with bankers.
There is need for the early completion
of the pamphlet replacing the partially
obsoleted pamphlet “Examination of Fi
nancial Statements by Independent Public
Accountants.” The bankers, I feel sure,
will not long delay their criticisms of and
suggestions with respect to the draft which
is now in their possession. Your chairman
promises similar speed from this commit
tee. It is to be hoped that the committee
on auditing procedure will complete the
triumvirate with speed and dispatch.
In close relationship to this replacement
pamphlet above mentioned are the prom
ised case studies on auditing procedures
for small businesses. Your chairman is
without knowledge as to the number of
such case studies now in possession of the
Institute’s research department or the
committee on auditing procedure. He is
sure that both the research department and
the auditing procedure committee have had
one such study since early in January 1949.
The need for the early completion and dis
tribution of these case studies needs no
extended discussion from your chairman
at this time.
To dwell at any length on the obvious
desirability of concurrently completing
and releasing the substitute pamphlet
“What Is an Audit by a Certified Public
Accountant?” and the auditing procedure

20

May 1949 Reports to Council

case studies for small business would be
an imposition on the good nature and val
uable time of this council. The conclusion
is cogent that both will fill long needed
and highly desirable pronouncements by
the American Institute of Accountants in

the field of cooperation with bankers and
other credit grantors, particularly.
Respectfully submitted,
Ralph L. Stauffer, Chairman

April 27,1949

Committee on Relations with

Securities and Exchange Commission
To the Council of the
American Institute of Accountants :

nature of bulletins, use of the term
“reserve,” Bulletin No. 35.

Gentlemen : Our committee, which in
cludes members of the Institute’s account
ing procedure, auditing procedure, and
ethics committees, has this year under
taken to meet with members of the ac
counting staff of the SEC at mutually
convenient times as arranged with Earle
C. King, chief accountant of the Commis
sion. We believe that by this means, and
the resulting better understanding by each
group of the other’s problems, the mutual
interests of the Commission and the Insti
tute may be promoted.
To date we have had two all-day meet
ings in Mr. King’s office, January 19 and
March 22, 1949, at which, with one un
avoidable exception, all members of our
committee were present. The SEC group,
in addition to Mr. King, has included five
or six principal members of that staff. At
each meeting a list of subjects for discus
sion was submitted by Mr. King and other
subjects were introduced, all of which
were informally discussed. The several
subjects may be classified as follows:

Auditing problems: Checking certificate
numbers, responsibility of auditors up
to the effective date of registration
statements.

Matters for consideration by the com
mittee on accounting procedure: Long
term lease commitments, use of the term
“surplus,” disclosures re Lifo inven
tories, non-retroactive feature of bul
letins.
Published APC bulletins'. Non-binding

Application of SEC disclosure and prac
tice rules: Changes in method of appli
cation of principles, consolidations, con
tingent fees, incorporated firms.
Other: Use of application of funds
statement, proposed revisions of SEC
forms, bonding requirements for invest
ment trusts, avoidance of prescribing
rules of accounting, II(e) proceedings.

It is understood by both participating
groups that no formal decisions are in
tended or possible and that this committee
does not speak for the Institute or any
other committee.
Abbreviated minutes of the matters dis
cussed have been prepared by the commit
tee following each meeting and copies have
been furnished to Mr. King.
Respectfully submitted,
Robert W. Williams, Chairman
Samuel J. Broad
Alvin R. Jennings
Warren W. Nissley
C. Oliver Wellington

April 13,1949

III.
REPORTS ON PROFESSIONAL AFFAIRS

Committee on Professional Ethics
To the Council of the
American Institute of Accountants :

Gentlemen : Since its election last Sep
tember the committee on professional
ethics has held one full meeting, on April
30, 1949. Most of the work of the com
mittee has necessarily been carried on by
correspondence.
Analysis of Cases
48-5. The attention of the committee has
been directed to a release of the Securities
and Exchange Commission in which a firm
of accountants, of which partners are
members of the Institute, is mentioned in a
manner which suggests the possibility of
violation of the rules of professional con
duct. A conference between members of
the committee and partners of the firm was
held in Chicago at the time of the annual
meeting. Subsequently, a hearing on the
question whether the privilege of practic
ing as accountants before the Securities
and Exchange Commission should be de
nied temporarily or permanently was held
before the Commission. After study of the
report of the trial examiner of the Securi
ties and Exchange Commission released
April 18th, the committee has resolved to
report the matter to the executive commit
tee in order that the members concerned
may be summoned to appear before the
trial board.
48-6. A report was received by the com
mittee that the application of a member
of the Institute for a reciprocal CPA cer
tificate in a state having a regulatory CPA
law had been denied because he engaged in
public accounting practice in that state
prior to obtaining a certificate. The matter
was referred by the committee to the com
mittee on state legislation for advice. The
chairman of that committee re-examined
the provisions of the accountancy law of
the state concerned and pointed out that a
strict interpretation of the law would re
quire a certified public accountant from

another state to open a place for the regu
lar transaction of business as a profes
sional public accountant in the state before
making application for a reciprocal cer
tificate, but not engage in any accounting
and/or bookkeeping for more than one
employer which would produce income of
more than $100 while awaiting the action
of the board. It also appeared to be manda
tory and not discretionary with the state
board of accountancy to issue a reciprocal
certificate if the requirements of the law
were met. Inasmuch as apparently no effort
had been made to enforce the provisions of
the state law in the case of the member
concerned, and therefore there was no
record of testimony or official action to
which the Institute might give official con
sideration, the committee was of the opin
ion that there was no basis to proceed
against the member, and closed the file in
the case.

48.7. A complaint was received from an
Institute member charging a former em
ployer, also a member of the Institute, of
acts discreditable to the profession and vio
lation of Rule 5(c), (d), and (e). The
committee requested an explanation from
the member concerned and, after careful
examination of the explanation, resolved
to close the file in the case for lack of evi
dence of violation of the Institute’s rules.
49-1. The attention of the committee
was directed to an auditor’s certificate
signed by a firm of certified public account
ants, of which a partner was a member of
the Institute, appended to the financial
statements of a corporation, and its sub
sidiaries, in which the following excep
tions were noted: “In the preparation of
these consolidated statements, the balancesheets, summaries of net income, and sur
plus of all the companies were accepted
without audit. Inventory values used are
those submitted by the managements of
each company.” The certificate appeared
to the committee to violate Rule 5(d), of
the rules of professional conduct, which
22
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provides that a member shall be held guilty
of an act discreditable to the profession “if
he fails to acquire sufficient information
to warrant expression of an opinion, or his
exceptions are sufficiently material to nega
tive the expression of an opinion,” and
an explanation was requested from the
member concerned. Inasmuch as no reply
was received and the annual dues of the
member remained unpaid at the expiration
of the time limit for payment of dues for
the current year, his membership was per
mitted to terminate automatically under the
provisions of Article V, Section 2, of the
by-laws, while a complaint was pending;
and the committee closed the file.
49-2. A complaint was received that a
member of the Institute had allegedly vio
lated Rule 10 of the rules of professional
conduct by the insertion of advertise
ments in a labor publication. The com
mittee requested an explanation from the
member concerned and, in view of his as
surance that the violation was entirely un
intentional and that steps would be taken
to avoid repetition, the committee closed
the file in the case.

49-3. The committee’s attention was
called to a letter written by a member of
the Institute on blank stationery, to the
president of a corporation, calling atten
tion to the fact that a review of hundreds
of annual reports revealed that a statement
of application of funds was generally
omitted, and suggesting that such a state
ment could be prepared from the financial
reports and books of accounts by their out
side auditors. The committee requested an
explanation from the member concerned
of what appeared to be an act discreditable
to the profession, and asked that he furnish
the names of others to whom such letters
were sent. After considering a reply from
the member that 39 such letters were
mailed to diversified listed corporations
with the intention of making a survey, and
with no intention of violating the rules of
professional conduct, and his statement
that he would refrain from writing similar
letters, the committee closed the file, with
the admonition to the member that it did

not look with favor upon such an action by
a member of the Institute.
49-4. A complaint was received that a
member of the Institute forwarded to an
insurance company which was not his cli
ent a mailing consisting of his business
calling card attached to a copy of an ad
dress which he had given concerning life
insurance and tax planning. The commit
tee found the action to be a violation of
Rule 7, and informed the member that it
would be necessary to bring the matter
before the trial board if it occurred again.

Summary of Inquiries and Responses
Q. Is it proper to include in an an
nouncement of a public accounting firm
all the offices of the firm, and publish such
an announcement in the public press in a
city where no office is maintained by the
firm?
A. There is no objection to inclusion of
all offices in announcements, neither is
there any objection to announcement in
the press in a city where no office is main
tained by the firm.
*
Q. Is the use of a public accounting
firm’s business letterhead to solicit funds
for charitable institutions in keeping with
the rules of professional conduct?

A. There is nothing improper in the use
of firm stationery in seeking funds for
eleemosynary institutions, provided the
sending of such letters is not in the nature
of advertising.
*

Q. Is it proper for a member of the In
stitute to use his firm letterhead in intro
ducing a representative of the committee
on hospital costs of a group hospital serv
ice in order that information regarding
costs might be supplied him for study by
the committee?

A. There is no objection to use of a
firm letterhead for such purpose.
*

Q. We have in our employ three senior
men whom we have found to be very reli
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able and trustworthy. We would like to
relate the compensation of these men to a
fixed percentage of our profits. You will
readily understand that this is for the pur
pose of an incentive plan. None of these
men are certified. Would we violate the
code of ethics by filing tax returns on the
basis of a partnership which would in
clude these men; provided, of course, they
are not represented to the public as part
ners? We are primarily interested in their
status as regards payroll taxes.

A. The tax returns of the firm should
be filed in accordance with the factual sit
uation. The committee is of the opinion
that the firm could not continue to practice
as certified public accountants if these
senior staff men were to be considered in
the partnership for tax purposes, since
none of them hold CPA certificates.
*
Q. In my practice, I service or keep the
books and tax records of quite a few ranch
men, farmers, and small commercial busi
nesses. I am using a system which I re
cently devised that I find much more sat
isfactory from the standpoint of myself
and of my client than the conventional penand-ink handwritten system previously
used. I had thought of publishing a com
plete manual on the method and selling it
to the public accounting profession out
side of my territory. Advertising would be
directed to members of the public account
ing profession only, by direct mail and
advertising in accountants’ publications.
No advertising would be directed at, or
solicitation made to clients in my territory
nor to the clients of any other accountants
elsewhere, as all advertising will be sent
only to other accountants and not to their
clients. Would the above constitute a viola
tion of any accounting code of ethics
whether done in my individual name or in
a corporate name, whether or not copy
righted and trademarked material was
used?

A. The writing and publishing of such
a book, and the solicitation and sale of the
book by you, would not in itself constitute

a violation of the rules of conduct of the
Institute.
*
Q. Another member of the Institute and
T propose to form a partnership for the
practice of public accounting. Both of us
are members of the Institute. My proposed
partner is and will remain controller of a
client of mine. It will be distinctly agreed
that this client will be serviced from my
office in another state and that my partner
will have no interest directly or indirectly
in the services rendered by me to the cli
ent, its subsidiaries, or related interests,
or to any employees or stockholders of said
client, its subsidiaries, or related organ
izations. Before entering into such a part
nership, I should like to get your opinion
as to whether such a relationship would be
contrary or may be considered improper
under the rules of professional conduct.

A. You would be wise to avoid the ar
rangement through which you would enter
into a partnership with another member of
the Institute while such member was serv
ing as controller of a client-company, un
less you were willing to give up the audit
of the client-company.
*

Q. A client of mine has in mind spon
soring a 15-minute radio program, one
night a week, over a local independent
radio station. For the period until about
March 15th, he has requested that I con
tribute my time to talk on income taxes
and various problems relating thereto,
particularly as they affect the average tax
payer. In this connection, the program
would be listed as being a public service
presentation sponsored by the client, fea
turing myself as the speaker, and giving
credit to the state society or to the Insti
tute, if desirable. A member of the state
society has informed me that there would
appear to be no violation of professional
ethics in accounting, but that there might
arise a question of the unauthorized prac
tice of law, due to the obvious necessity of
interpreting the tax laws when talking
about them over the radio. I have informed

Committee on Professional Ethics
my client that I was requesting the opin
ion of the Institute, by which I would be
bound. May I have your assistance in
settling the questions which have been
raised ?

A. There is nothing unethical in your
broadcasting lectures on income taxes,
provided you do not pay for the radio time
or in any way advertise your professional
qualifications or services as a part of the
broadcast. You may properly be described
as a certified public accountant and a mem
ber of the state and national professional
societies, but, in view of Treasury regula
tions governing enrolled agents, your busi
ness address should not be mentioned nor
should there be any suggestion that you
are available to help taxpayers for a fee.
The question of unauthorized practice of
law need not necessarily arise if you are
careful not to appear to be giving an opin
ion on any strictly legal questions. It
should be quite easy to stick to the account
ing aspects of income taxation in a talk
directed at the average taxpayer. If you
find it necessary to mention purely legal
aspects of the question, you might suggest
that taxpayers consult their attorneys
when such questions arise in their own
cases. If the state society is willing to be
mentioned as a sponsor of the program, it
would be desirable. Since the program is a
local one, it would probably not be partic
ularly appropriate to mention the Institute
in this connection.
*
Q. The local radio station last night
broadcast a lengthy advertisement con
cerning a new tax book written by a mem
ber of the Institute. Do the rules of pro
fessional conduct allow radio campaigns
of this type?

A. Advertisement of a book written by
a member of the Institute has not been
held to be a violation of the rules of pro
fessional conduct of the Institute. The
rules prohibit advertisement of the profes
sional attainments or services of a member.
If a member is the author of a book, how
ever, the advertising is done by his pub
lishers, not by himself, and there seems
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nothing improper in reference to the
author’s professional qualifications.
*
Q. A client for whom we have per
formed accounting services for several
years has found it necessary to spend a
considerable sum of money to construct
adequate housing facilities in order to hold
a certain franchise. This client corporation
does not have the money. Two individuals
have agreed to advance $50,000 to con
struct a building which will be leased to
the corporation at an agreed rental, pro
vided that I will agree to be one of four
directors of the client corporation. This
same demand is made by the corporation
giving the franchise. Neither myself, nor
any member of my family, nor any relation
of any kind to me has any financial inter
est in either the client corporation or the
building to be constructed. Is there any
thing unethical in my serving as a director
of this corporation? Should I disclose the
fact that I am a director in my reports on
that corporation? Frankly, what is your
advice in this matter which is of consid
erable importance to the client corporation
which desires to hold the franchise, and
also to the corporation giving the fran
chise ?

A. In view of the peculiar circumstances
set forth in your inquiry, there would be
no objection to your serving as a member
of the board of directors of the clientcompany, so long as full disclosure of this
fact is made in your report.
*

Q. Under the rules of the Institute is a
member prohibited from serving as the
auditor of an enterprise conducted for
profit which has outside stockholders or
seeks credit or use of audited financial
statements outside the company circle if
such member is also a director of such
corporation ?

A. In the opinion of the committee, a
member would be unwise to serve simul
taneously as a director and auditor of a
publicly held corporation, and in the case
of closely held companies the committee
feels it would be undesirable and should be
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discouraged, and in any circumstances full
disclosure of such service should be made.
*
Q. A and B, a firm of certified public
accountants and members of the Institute,
wish to employ as a staff member X, who
is presently operating as a public accoun
tant. Some time ago X organized a month
ly bookkeeping service and made an ar
rangement with Y to operate it. X invested
all funds for its establishment, but it was
intended that the business belong to Y.
After payment of operating expenses, in
cluding a reasonable salary allowance to Y,
the net profits were to be divided equally
between X and Y until X had received
repayment for his investment, plus a rea
sonable profit thereon. Advertising has
been in card form in newspapers, without
mention of the name of X, and the business
has operated under the name of “Y’s Book
keeping Service.” X now desires to be
employed by A and B, but desires to retain
the arrangement outlined above whereby
he may recover his investment. It is not
intended that A and B shall participate in
any manner in the fees, profits, or opera
tions of “Y’s Bookkeeping Service.” In
quiry is made of the committee whether or
not A and B may employ X under the
rules of professional conduct of the
Institute.
A. There would appear to be no viola
tion of the Institute’s rules of conduct in
the arrangement outlined, since A and B
would have no direct contact with the
bookkeeping service mentioned.
*

Q. In connection with my practice, I
offer a bookkeeping service to small busi
nesses. Thus far I have declined to keep
their accounts receivable for them. How
ever, there seems to be a great need here
for an accounts receivable service and I
am therefore considering the practicability
of offering such service. To relieve my cli
ents of having to answer calls about state
ments and to save customers’ time, I had
thought about placing on the statement
some type of notice so that the calls would
be made to my office rather than to my
client’s office.

Please advise me whether or not this
would violate any of the Institute’s rules of
professional conduct? If such a method
would be in violation, would it be permis
sible to place a regular “negative” con
firmation stamp on the statement each
month, such statements to be mailed in
the clients’ envelopes ?
A. It would not be a violation of the
Institute’s rules of professional conduct if
you were to have a statement similar to
that outlined in your letter imprinted on
statements forwarded to customers by cli
ents for whom you maintain accounts re
ceivable records. However, to avoid any
possibility of a complaint that you were
indulging in indirect advertising, the com
mittee suggests that the following state
ment might be more appropriate than the
one proposed by you:

Please direct inquiries regarding this
statement to the office of..................... .
CPA, at............... , phone....................

Your attention is also called to the ques
tion of independence where an accountant
himself keeps the records on which he is
issuing an opinion. The belief is expressed
that even in the case of small closely-held
corporations, a person continually making
entries in the books and controlling the
bookkeeping cannot consistently be “inde
pendent” auditor of the accounts for which
he is himself responsible.
*
Q. I should appreciate the committee's
opinion on the following courses of action
which I propose to take in connection with
my association as a partner with a public
accounting firm, partners of which are
members of the Institute:
1. The insertion of a paid announcement
of appropriate wording and size in two or
three communities adjacent to the one
where our office is located, and in which
some of our clients are presently located;
2. The insertion of my photograph in
the financial section of the local paper in
connection with a news release of the open
ing of our office and my association with
the firm.

Committee on Professional Ethics
A. There is no objection to the action
which you propose to take in connection
with your association as a partner of the
firm concerned. It is understood that the
news release and photograph may be pub
lished by the newspaper as a news item and
not a paid advertisement.

*

Q. We are negotiating for the acquisi
tion of two firms in order that we may
have the benefit of the practices during the
ensuing busy season. In this state we have
an accounting law which states that any
one keeping three or more sets of books
and collecting $100 or more in the course
of any one year shall be deemed to be
practicing accounting and must have a
CPA certificate. In view of this law, there
are a great many bookkeepers all over the
state who are violating the law on the
statute books. There are many bookkeep
ing service firms which solicit business
and advertise through the newspapers and
over the radio in order to build up their
practices. We, a certified firm, have been
approached by two of these bookkeeping
services for the purpose of selling us their
practice.
Case One: The owner of this firm has
advertised over the radio, through direct
mail, and has actually solicited business in
person. Before coming to our employ, one
of our present employees was head accoun
tant for our largest local dry goods com
pany and was keeping two or three small
sets of books on the side. He then formed
a partnership with the proprietor of the
bookkeeping service in question and turned
over his small accounts to him and con
tributed some funds to the partnership. He
never did take any active part in the con
duct of the bookkeeping service business.
Upon this employee’s coming into our em
ployment, he severed his relationship from
the bookkeeping service by dissolving the
partnership. The proprietor of this service
has built up a fairly good practice, but now
wishes to move to another city and sell it.
Our firm has never had any business deal
ings with this bookkeeping service in any
way.
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Case Two: The bookkeeping service, in
this instance, is located in another city and
has a much greater practice than that in
Case One. There are no problems involv
ing employees of our firm having had busi
ness connections with this bookkeeping
service. About a year ago we were asked
to consult with this bookkeeping service
relative to one of their clients who was
involved in a tax matter. It turned out that
their client never did become our client in
this tax matter and our relationship with
the bookkeeping service ceased at this
point. Recently we were approached by
them for the purpose of selling their busi
ness to us. They wish to get out of the
bookkeeping service and enter another line
of business. Their chief reason, as stated
to us, for selling the business is that they
realize that they have been operating in
violation of the law.

Can a certified firm which practices
legally and ethically within the law acquire
the practice of a bookkeeping service
which according to the law of this state
was operating illegally? Would there be
any question of ethics involved if we
were to acquire one of these practices and
then employ one of the proprietors as an
employee on a salary and bonus plan as
applied to all of our employees ? We would
like to have an unbiased statement of opin
ion as to whether there would be any viola
tion of any ethical rules of conduct result
ing from our purchase of either one of
these practices.
A. There would appear to be no viola
tion of the rules of professional conduct of
the American Institute of Accountants in
the purchase by your firm of either of the
practices mentioned in your inquiry, on
the understanding, of course, that when
acquired they would be conducted on an
ethical basis. This approval by the com
mittee from an ethical standpoint to the
acquisition of these practices is predicated
on your statement that you had no previous
interest in or connection with either of the
two organizations. There is no objection
to your employment of persons formerly
connected with the practices to be acquired,
provided that after employment, they
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would conform to the ethical practices of
your firm. Attention is called to the fact
that the committee is not passing upon any
legal question that might be raised under
the state law concerning the purchase of
these two practices or whether their ac
quisition would cause your firm legally to
assume any liability for prior illegal prac
tice.
*
Q. I have been approached by an attor
ney to perform some accounting services
in connection with a trademark infringe
ment damage suit. A fee based on a per
centage of the damages collected is pro
posed. Does this violate Rule 9 of the rules
of professional conduct ?
A. The suggested fee arrangement based
on a percentage of the damages collected,
for accounting services performed in con
nection with a trademark infringement
damage suit, would be a violation of Rule 9
of the rules of professional conduct. Such
an arrangement would not appear to fall
within the exception covered by the last
sentence of Rule 9.
*

Q. A distributor of farm equipment
asked me to design a bookkeeping or ac
counting system for their small dealers
that could be operated on a “daily report”
basis; i.e., the dealer would fill in daily
reports of his transactions and mail them
to an accounting office where the actual
books of account would be kept. I have
designed such a system and it has been
accepted by this firm. They have now asked
me to service the dealers using the system
and they propose to inform their dealers
that such a service is available, and, if the
dealer wishes to use it, the distributor will
so inform me. At no time will I solicit
any of the accounts. Upon my first contact
with the dealer, after he has expressed a
desire to use the service, I will ascertain if
he is being served in any way by a certified
public accountant. If so, I will contact that
accountant and talk the matter over with
him. Please advise me as to whether or not
there would be a violation of the code of
ethics in this procedure ?

A. The arrangement outlined would not
appear to constitute a violation of the In
stitute’s rules of professional conduct.
However, it is believed that the distributor
when informing the dealers of your service
should suggest that in the event they are
not now being served by another accoun
tant, they should consult with you. The
rules of professional conduct would not,
of course, permit you to directly solicit
this type of business.
*
Q. We would appreciate a statement
from the committee on professional ethics
as to the propriety of a certified public ac
countant showing on his letterhead his
affiliations with professional organizations
and the fact that he is enrolled to practice
before the Treasury Department.
A. There is nothing in the Institute’s
rules of professional conduct which would
prohibit inclusion on his letterhead of a
member’s affiliations and a statement that
he is enrolled to practice before the Treas
ury Department. However, members of the
committee have expressed personal prefer
ences against showing so much detail on a
letterhead.
*
Q. Is the purchaser of an entire practice
or certain accounts of the seller practi
tioner entitled to receive working papers,
copies of income tax returns, correspond
ence, etc., pertaining to the accounts being
sold? Is it possible to transfer such vital
data without violating the confidential re
lationship of the practitioner and his
clients ?
A. In no event has the practitioner who
sells an accounting practice the right to
transfer working papers, etc., of a client
without first obtaining his permission to
do so.
Respectfully submitted,

Earl A. Waldo, Chairman
Parry Barnes
J. Robert McCoy
C. Oliver Wellington
Raymond D. Willard

April 30, 1949

Board of Examiners
To the Council of the
American Institute of Accountants :

Gentlemen : The board of examiners
has held three meetings since the annual
meeting of the Institute last September. A
large measure of the board’s work has fur
ther been carried on through subcommit
tees and through correspondence. Evidence
of the intense interest of board members
and devotion to the board’s welfare are
shown by the splendid record of attendance
at meetings. At the April 1st meeting, the
entire board was present, its members from
outside New York City coming from Los
Angeles, St. Louis, Chicago, Baltimore,
Philadelphia, and Boston.
The proposal made by the board of ex
aminers last year that a committee on ad
missions be established so that the board
of examiners might concentrate on the
uniform CPA examination, bore fruit
through amendment of the by-laws in
December, 1948. As of January 1, 1949,
J. William Hope, chairman of the board,
resigned in view of his election to the new
ly-created committee on admissions. Mr.
Alexander Eulenberg of Chicago was
elected by council to fill the vacancy on
the board created by Mr. Hope’s resigna
tion. Mr. Donald P. Perry was elected
chairman of the board.
Although the board of examiners proc
essed applications for admissions to the
Institute up to January 1, 1949, statistics
on admissions will be reported by the com
mittee on admissions.
Widespread use of the uniform certi
fied public accountant examination, now
adopted by all accountancy boards with the
exception of those in Pennsylvania and
Wisconsin, has placed a tremendous re
sponsibility upon the board of examiners.
In May, 1946, about 4,000 candidates wrote
the uniform examination, and in Novem
ber, 1948, there were over 11,000 candi
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dates. Such rapid growth has served to
intensify the problem of offering an ex
amination service that will uphold high
professional standards and be fair to the
candidate. The board views the uniform
CPA examination as an important con
tribution by the Institute and recognizes
a responsibility which extends not only to
the members of the profession, but also to
the public and to those who are preparing
for a professional accounting career. The
following details concerning the board’s
procedures are presented with a view to
receiving from council suggestions as to
ways in which the board’s work may be
made more effective.
Preparation of the Uniform
Examination

Raw examination material—questions
and suggested solutions—are obtained
from individual practitioners, accounting
firms, members of the state boards of ac
countancy and college teachers. Such
questions are never in form for use with
out alteration. Past examinations in each
subject are plotted and future examination
content projected to assure proper cover
age of subjects in which a candidate
should be examined and to avoid too fre
quent repetition of subject matter. An ex
perienced CPA (usually the educational
director) drafts a complete examination
using material from the “stock pile.” The
examination is gauged to test a candidate
of senior grade. The board of examiners
is divided into subcommittees, one for each
subject, to permit intensive review of
questions and of the guides prepared for
examining boards.
The law examination draft is referred to
counsel for review and criticism. When the
examination is in semifinal form, it is re
viewed and criticized by the chief ex
aminer and supervisors of the grading

30

May 1949 Reports to Council

staff. Refinements, based on the findings
of the chief examiner are made by the
board and the examination is then admin
istered to a class of 10 practicing account
ants who have received their CPA cer
tificates within the last three years.
Through this testing procedure ambigui
ties are discovered and the actual time
which should be required to write the
examination, under classroom conditions,
is determined. Quite frequently it has been
found necessary to cut down on the length
of the examination. In recent years there
have been relatively few complaints that
the examinations have been too long.
Many safeguards are used to keep the
examinations secret. Special procedures
are followed in the printshop and the ex
aminations are sent to the state authorities
in wax-sealed packages, registered mail,
with return receipt, to assure careful han
dling. From time to time the board makes
a review of the procedures set up to safe
guard the integrity of the examination. Up
to the present time the board has never
known of an instance in which the ex
aminations have '‘leaked out” in advance
of the examination date.

Grading

Many have felt that uniform grading is
quite as essential as a uniform examination
in attaining a uniform national standard
for the CPA certificate. The board of ex
aminers conducts a grading service to
which state boards of accountancy may
subscribe. The grading service is made
available to state boards with the under
standing that final authority to determine
the grade a candidate receives rests solely
with the state accountancy board. The
grading staff, retained on a per diem basis,
is composed of a chief examiner and 40
assistants, all CPAs and members of the
Institute. The youngest grader is 32 years
of age and the oldest is 70. All have had
over eight years of public accounting ex
perience. Nine teach accounting either full
time or part time at the college level.
Horizontal grading is employed. No one
examiner grades an entire paper. All mar
ginal papers are carefully reviewed and

grades given to a single candidate in all
subjects are cast out on work sheets. When
it is found that a candidate did well in some
subjects and poorly on others, further re
view is made. It has been the policy of the
board in recent years to report grades by
percentages. A few states have expressed
their willingness to have grades of less
than 60 points reported by use of the letter
“F.” All grades above 60 are reported in
percentages.
In keeping with the board’s objective to
be of every possible assistance to state
boards of accountancy, grades broken
down by questions will be made available to
state boards upon payment of 10 cents per
paper above the customary grading fees.
The board has viewed with concern the
low percentage of successful candidates at
recent examinations. Most candidates and
CPAs who have commented upon the ex
amination have expressed the belief that
the examinations are fair. Nevertheless a
relatively small percentage of those who
write a given examination succeed in pass
ing at that time.
In an effort to learn whether the general
level of candidates who present themselves
for examination have the education and
experience background considered ade
quate, the board has prepared a question
naire to be returned by state boards giving
the following information concerning each
candidate: age, education, accounting ex
perience (especially the amount of public
accounting experience), and the number
of times the examination has been taken
and degree of success to date. The board
has been gratified to have 29 states offer
this information, which will be tabulated
and the over-all findings made known.
A further disturbing factor is the varia
tion in percentage of passes from one ex
amination to another. The board is in
formed by those who have devoted a life
time to studying examination techniques
that it is humanly impossible to prepare
two subjective examinations of the scope
and character of the uniform examination
which will be of equal difficulty. In recog
nition of the varying difficulty of questions
the board, after grading a sample made up
of papers written by 200 or 300 candidates
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from various states, proposes to tabulate
the grades by questions and then determine
to what degree each question is fair and
adequate in the light of answers given by
candidates. If a very small or extremely
large percentage of this sample of candi
dates were able correctly to answer a given
question, this result would be taken into
consideration in grading the answers writ
ten by all candidates.
Finances

The revised schedule of examination and
grading fees which became effective last
fall has gone far to meet the direct costs
of the examination service. Last year the
service was conducted at a cost to the In
stitute of over $36,000. While the entire
examination may operate at some net cost
for the current year, the loss promises not
to be large.
Elijah Watt Sells Awards

The following candidates were elected
to receive the Elijah Watt Sells prizes for
excellence in the November, 1948, ex
amination :

First prize (gold medal)—Samuel Rees,
III, Kansas City, Missouri.
Second prize (silver medal)—Irl Roose
velt Robinson, Berkeley, California.
Honorable mention—Robert Davis Mil
ler, Hartford, Connecticut.
The awards will be presented by the
chairman of the board of examiners at the
general session of the annual meeting No
vember 1st.
Cooperation

The American Accounting Association,
at the request of the board of examiners,
appointed a committee to review and criti
cize the uniform examination. Members of
the association’s committee met in New
York last spring and reviewed the grading
procedures and submitted a report contain

ing many helpful and constructive sugges
tions. The board received with enthusiasm
the committee’s proposal that examination
problem material be gathered and made
available through the association’s com
mittee.
The board has continued to work closely
with the Association of Certified Public
Accountant Examiners. At the last annual
meeting an entire day was devoted by the
association to the consideration of prob
lems of vital interest to the board.
The possibility of moving the fall ex
amination from November up to October,
so as to avoid the burden of examination
matters at or beyond the year end, has been
explored. Because some state laws specify
that the examination be given in Novem
ber, the dates for the fall examination
have been scheduled early in November
for the next few years.
The board has been pleased to learn that
Robert L. Kane, Jr., who has assisted the
board of examiners on a per diem basis
during the past year, will join the Insti
tute’s staff as educational director in June.
In closing this report, it should be men
tioned that because of the secrecy which
must surround the examination full recog
nition cannot be given to the many mem
bers of the profession who have assisted
the board. It is hoped that this detailed re
port may serve to acquaint members of
the council with the problems being dealt
with and possibly to elicit constructive
recommendations which will further the
board’s objectives.
Respectively submitted,

Donald P. Perry, Chairman
Herman W. Bevis
Walter N. Dean
Alexander Eulenberg
Ira N. Frisbee
John J. Lang
J. Cyril McGarrigle
John W. Queenan
Edward J. Stegman

April 30, 1949

Committee on Education
To the Council of the
American Institute of Accountants :

Gentlemen : The activities of the com
mittee since the September, 1948, report
have consisted largely of promoting the
organization of resident graduate study
conferences.
A new conference has been set up at
Stanford University, Palo Alto, Califor
nia, for June 29th through July 1st under
the immediate sponsorship of the Califor
nia Society. It will follow rather closely
the arrangements which have worked out
so successfully at Michigan and Harvard.
Messrs. Maurice H. Stans, Ira N. Frisbee,
William A. Paton and Anson Herrick are
the speakers at the four technical sessions.
Mr. George D. Bailey has agreed to lead
the informal “free-for-all” discussions in
the evenings which have proved to be one
of the major attractions of these confer
ences.
The University of Michigan conference
is being repeated in June. Messrs. John A.
Lindquist, W. W. Werntz, Alvin R. Jen
nings, and Charles Melvoin are to handle
the technical sessions.
Another new conference has been set
for June 8th through the 10th at the
Louisiana Polytechnic Institute at Ruston,
Louisiana, with the Louisiana Society as
one of the sponsors. Messrs. Hal Canary,
Maurice H. Stans, Marquis G. Eaton, and
Louis H. Pilie are the speakers. Mr. E. S.
Rittler will be the “ringmaster” for the in
formal open discussion period in the eve
ning.
A third new conference has been or
ganized at Rutgers University at New
Brunswick, New Jersey, on September 7th
through the 9th. The New Jersey State So
ciety is a sponsor. Messrs. Virgil S. Tilly,

Paul Grady, Edward B. Wilcox, and
Samuel J. Broad have accepted invitations
to talk at the technical sessions.
It appears that the resident graduate
study conference idea is well on its way to
becoming an important and permanent part
of our educational activities. The com
mittee especially appreciates the coopera
tion of those who have agreed to give the
technical talks. The high quality of the
group assures the success of the planned
conferences.
The committee is still working on a pro
posed pamphlet intended for distribution
to colleges and the profession to promote
the expansion of the internship plan. It is
hoped to have it ready for publication
within a short time. The chairman of your
committee talked to a conference of ac
counting employers and accounting faculty
members at the University of Michigan on
April 25th on the internship plan. Broad
discussion disclosed the general acceptance
of the advantages of the plan to the stu
dent, the schools, and the profession.
The project of developing experimen
tally a plan of cooperative staff training for
smaller firms in one or two selected areas
must necessarily remain inactive until time
of the educational director is available. At
the University of Michigan meeting inter
est was expressed in such a project.
Respectfully submitted,

John W. McEachren, Chairman
Herman W. Bevis
William Boynton
Alexander Eulenberg
Marshall M. Thomas
Richard S. Claire
Louis M. Kessler
April 29,1949

32

Committee on Public Information
To the Council of the
American Institute of Accountants :
Gentlemen: In November, 1947, the
Institute undertook a moderate reorgani
zation of its public information program.
Now that a year and a half has gone by,
it is possible to review that program and
evaluate it.
Your committee’s report, therefore, has
been geared to three questions:
1. How was the program planned?
2. What good has come of it ?
3. What should be done in the future ?

7. Planning the Program
It was clear at the start that a sound pub
lic relations program would have to per
vade all Institute activities. So the first
job was to define our objectives. The gen
eral objective was stated this way:

To establish, through the communi
cation of facts and ideas, a broader
public understanding of the functions
and responsibilities of the certified
public accountant and his role in our
complex modern economy, thus creat
ing a more favorable climate of public
opinion for the profession; gaining
wide public support for the mainten
ance of high ethical and professional
standards; and assuring full opportu
nity for the CPA to render maximum
service to society.
It was felt that this broad objective
could be attained only if specific ideas
could be projected before our key publics.
Therefore, 10 specific themes or images
were constructed.
Theme No. 1—Accounting is a Profes
sion—deserves some comment. Polls and
surveys have shown that the professional
33

character of the work performed by the
CPA is not fully recognized. Perhaps this
is one of the reasons for some of our legis
lative troubles. Perhaps, in terms that
come close to home, it is one of the reasons
why our wives sometimes have trouble ex
plaining to the neighbors just what we do.
It was agreed, therefore, that a good deal
of our effort should be devoted to building
up in the public mind a broader under
standing of the fact that accounting is a
profession—entitled to the same protection,
and subject to the same responsibilities, as
all other professions.
Perhaps you will recall the other nine
themes. They were stated briefly as:
Theme 2: The Accountant Serves the
Public Interest
Theme 3: The Accountant Helps Man
agement
*.
Theme 4: Accounting is Creative
Theme 5: Accounting is Progressive
Theme 6: Accounting is a Language for
Business
Theme 7: The CPA is Independent
Theme 8: The Accountant has a Code
of Ethics

Theme 9: Accountancy is an Expanding
Profession
Theme 10: The Accountant is a Good
Citizen

Here, stated briefly and of course in
oversimplified form, are the things we
would like people to know. If these 10
things were matters of common knowl
edge, we may be sure that our problems
would be simpler, and the scope of our op
portunities broader.
The next basic question was: what
groups did we want to know these things ?
We picked 10 as the most important:
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1.
2.
3.
4.
5.

6.
7.
8.
9.
10.

Business management
Business owners
The financial public
Employees in business and industry
Government—including state, local
and national agencies
Legislators and members of the
judiciary
The legal profession
The academic world
CPAs themselves
Media executives—the editors and
people who control our channels of
communication to other people

Picking our major themes, and selecting
the groups we wanted to know these
themes, gave us logical, closely integrated
elements of a program. Just talking about
the profession, without any clear idea of
what we were trying to say, might have
created publicity; but it would not have
created understanding. And any assump
tion that we had only one audience—the
general public—would have missed the
practical realities of the framework in
which we*operate. Almost all our planned
public relations activities are aimed at one
or more of the audiences listed, and de
signed to foster one or more of the basic
themes.
This—in answer to our first question—
is how our program was planned and put
together.
2. Accomplishments

Your committee feels that the accom
plishments so far have been substantial.
They can best be summarized in four cate
gories : policy and administration, pub
licity and communications, action pro
grams, and practical help for state socie
ties and individual practitioners.

A. Policy and Administration
The work of the public information de
partment has become an integral part of
the Institute.
It must be borne in mind that the bene
fits of public relations advice are only

partly reflected in publicity, pamphlets,
articles, radio broadcasts, and other tangi
ble products. Of equal, or even greater im
portance, is the impact of the public rela
tions viewpoint on the policies and activi
ties of the whole organization.
We mention this only to remind the
council that the returns from expenditures
for public relations cannot be measured
solely by columns of printed matter. Those
who have been close to administration of
Institute affairs can assure you that the
services of public relations counsel and
the permanent public relations staff have
been most useful in determination of policy
and procedure. There are times when
sound public relations advice which pre
vents an undesirable or badly timed action
can be more valuable than a press release
or pamphlet.
It is relevant to mention here that the
Institute’s intensive activities with state
and federal legislation, and with respect to
our relations with the legal profession,
have been pervaded by public relations
activities.
A great deal of the department’s work
has been carried on in cooperation with
other committees, notably those of the
committee on state legislation, committee
on coordination of activities of state and
national organizations, and the committee
on federal taxation. The department has
also worked actively with the committees
on accounting procedure, selection of per
sonnel, individual practitioners, and the
natural business year.
Much of this activity is implicit in the
reports of other committees, and one or
two examples will serve here.
Public relations activities in connection
with the Tax Settlement Board bill, for
instance, have been extensive and success
ful. In addition to general newspaper pub
licity, including widespread use of a spe
cial release in Representative Mills’ own
state, material distributed by the public
information department resulted in favor
able newspaper editorials and articles in
magazines of national circulation.
A special feature article has been pre
pared for Representative Mills’ signature.
Your committee believes that the public re
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lations handling of this bill has greatly im
proved its chance for favorable considera
tion by Congress, and has been of general
benefit to CPAs by associating the Insti
tute with a proposal designed to benefit all
taxpayers.
But more important than the publicity
obtained is the fact that the whole strategy
and timing of Institute activities in con
nection with this bill have been planned
from the point of view of good public rela
tions, with continuing advice and assist
ance from the public information depart
ment and the public relations counsel. For
this reason, the chairman of the public in
formation committee was appointed by the
Institute president to serve on a special
task force to deal with federal legislation.
As other examples, your committee, the
public information department, and the
public relations counsel took active part in
organizing a campaign against the Tax
Court bill, in the preparation of the Insti
tute’s brief amicus curiae in the Bercu
case, and in special assistance to state so
cieties in connection with specific legisla
tive problems, such as the “model bill”
proposed by the National Society of Public
Accountants.
B. Publicity and Communications
Publicity for newsworthy events and ac
tions has not been neglected. This work
can be summarized as follows:
Press Releases. Since last September, 48
general press releases have been issued.
There were also 144 special releases sent
to states or cities, announcing the appoint
ments of members of various Institute
committees. The press has continued to
make wide-spread use of this material.
Radio. A professional radio program
prepared by the New York State Society
was adapted for general use and transcrip
tions made available to all state societies.
This program, in the name of the various
state societies, was given on more than 60
radio stations in 15 states, in addition to
19 stations in New York and one presen
tation on a national hookup of the Mutual
Broadcasting System.
A special radio program featuring the
president of the Institute was presented in
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connection with the Mountain States Ac
counting Conference.
Speeches. A more ambitious attempt was
made this year than before to maintain an
advance schedule of speeches by Institute
officers and staff, in order to make them
available as widely as possible without
placing an undue burden on any individual.
In addition, arrangements were made for
various Institute members to speak on a
considerable number of occasions.
Pamphlets. Two new pamphlets in the
public information series have been dis
tributed since last September: “Why CPA
Standards Are Important To You,” which
is intended for use with state legislatures;
and “Small Business Has Big Problems,”
a presentation of the services that CPAs
can offer to small and medium-sized busi
ness. A revision of “Public Accounting As
A Career” is now in draft form. The de
partment has also given some assistance to
the research department in the preparation
of a new booklet tentatively entitled “What
Is an Audit by a Certified Public Account
ant?”
C. Special Projects
Miscellaneous activities during the past
eight months have included a report on last
summer’s survey of business and profes
sional opinion on depreciation policy;
assistance in drafting and publicity for the
statement on depreciation policy issued by
the committee on accounting procedure;
columns for The Certified Public Account
ant; occasional editorials for The Journal
of Accountancy; and a special publicity
campaign on the selection of personnel
program.

D. Action Programs
One of the basic theories of modern
public relations is represented by the old
axiom that actions speak louder than
words. As a result, an effort has been made
to see to it that our words reflect actions
and that more individual and collective ac
tion by CPAs is carried on. Some of the
important activities in this sphere may be
summarized as follows:
State Society Service Department. The
activities of the state society service.de
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partment are covered in the report of an
other committee. But it may be pointed out
here that this department comes under the
supervision of the director of public in
formation, and that its activities are closely
tied in to all public relations work. A
typical example was the legislative kit dis
tributed last winter, conceived as a public
relations project and distributed through
the service department’s facilities. The
utility of this project is illustrated by the
fact that more than half the state societies
had serious legislative problems this year.
You may also be interested in the fact
that two “pattern'’ speeches prepared for
use in the states have continued to be very
popular; more than 170 requests for each
of them have been received. A new pattern
speech on the Mills’ bill has just been com
pleted and distributed.
Regional Conferences. A successful con
ference was held for the Mountain States
region at Phoenix, Arizona, last Novem
ber 8, 9, and 10. The assistant director of
public information handled publicity and
arranged a radio broadcast.
Programs have been arranged for the
Southern States Accountants Conference
at Louisville at the end of May, and a
Middle Atlantic States Conference, which
will be held at White Sulphur Springs next
September 4, 5, and 6. Plans are also under
way for the first Great Lakes Accounting
Conference to be held next fall in Milwau
kee.
Special State Program. The director of
public information and the public relations
counsel have devoted considerable time to
assisting the Massachusetts Society in
finding a part-time public relations coun
sel and setting up and carrying out a spe
cial, experimental public relations pro
gram, with funds raised in Massachusetts
through voluntary contributions.
It is hoped that this Massachusetts pro
gram will serve as a kind of a guinea pig
from which other state societies can gain
information about the possibilities of en
larging their own public relations pro
grams.
Your committee feels that the importance
of these action-type programs cannot be
overemphasized. There is, in fact, some

danger that our satisfaction with the sub
stantial amounts of publicity we have re
ceived, and with the flow of materials from
the public information department, may
create a feeling of accomplishment which
can only really be attained when state so
cieties, and chapters, and individual CPAs,
take action themselves.
No matter how much publicity is printed,
it is still primarily a backdrop, making it
possible for the actions of CPAs to be
received more sympathetically. And no
matter how much printed literature is
issued, this is primarily a tool, which, like
any other tool, is useless when left on the
shelf. Only when CPAs accept public rela
tions as their personal responsibility will
the program work to its maximum effi
ciency. Otherwise the visible elements of
the program may look good, but may actu
ally be like a handsome motor car without
an engine. Individual activity is the real
motive power in our case.
3. Future Plans

There can be no doubt that the profes
sion has a steadily growing need for gen
eral public understanding and support, as
its members take an increasingly promi
nent part in business and public life.
This will be even more true as the num
bers of certified public accountants in the
United States continue to expand. We
must think not only of present problems of
the profession but of the years to come.
Our achievements indicate what can be
done. The possibilities for expansion are
limited only by the budget which can ap
propriately be allocated.
Your committee calls attention to the
fact that while we have benefited greatly
from the employment of public relations
counsel, the authorized staff of the com
bined public information and state society
service departments of the Institute is no
larger than the staffs of these two depart
ments a year and a half ago. The budget
has permitted preparation and distribution
of more material than before, much of it
prepared by public relations counsel and
his staff. But there is much more which
could be done, particularly in certain spe

Committee on Admissions
cific fields where clear opportunities exist.
In our opinion, expansion in these fields
could best be handled by using professional
assistance on a project basis, rather than
by any expansion of permanent staff. If
we proceed along these lines, the program
can be expanded or contracted to fit the
available budget at any time, without too
heavy permanent commitments, and at the
same time we can use top-grade profes
sional service as needed.
Your committee believes that there are
at least three areas in which expansion
would promise benefits. These are:
1. The field of general and business
magazines, where published information
has great durability, prestige, and re
print value.
2. The field of radio and television,
where experiments have shown what
kind of thing can be accomplished.
3. The field of increased aid for state
societies and individual certified public
accountants.
One other project which deserves the
mature consideration of council is the
possibility of a motion picture about the

37

profession. This is a subject for future
consideration, but it may be said here that
the motion picture lends itself surprisingly
well to the exposition of a profession; that
a motion picture has durability for years;
that it would be available to all state so
cieties and chapters; and that the motion
picture is perhaps the best single medium
of communication for the transmission of
ideas.
Your committee believes that we have
made a very good beginning, that achieve
ments to date are satisfactory, and we have
a sound, flexible program which is and
can continue to be adapted successfully to
whatever policies are decided upon by the
Institute council.

Respectfully submitted,
J. Harold Stewart, Chairman
William M. Black
John C. Martin
N. Loyall McLaren
George E. Perrin
Hatcher A. Pickens

April 27,1949

Committee on Admissions
To the Council of the
American Institute of Accountants :

Gentlemen : The committee on admis
sions, elected by council, under provisions
of the recent amendments to the Institute’s
by-laws, has held three meetings. Although
the committee was elected in January and
all applications prior to that time had been
processed by the board of examiners, ad
mission activity for the period September
1, 1948, through March 31, 1949, is pre
sented in this report.
Six hundred thirty-six applications were
pending September 1, 1948. One thousand
one hundred fifty-five applications were
received during the seven-month period,
1,046 applicants were admitted, 176 were

recommended for inclusion on the April
ballot, and 564 applicants were being proc
essed. During the period four applicants
were rejected for lack of experience equiv
alent to public practice. One was rejected
for other reasons.
Forty-eight applications for admission
as international associates have been re
ceived. The committee has recommended
23 applicants for admission as international
associates and has recommended that two
be rejected. Extreme care has been taken
by the committee in processing interna
tional associates’ applications to make cer
tain that applicants possess the highest
credentials in the accounting profession in
their respective countries.
The committee referred to the executive
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committee and council the problem of what
further examination should be required of
applicants who obtained their CPA certifi
cates by waiver of examination.
The committee requested an opinion of
the executive committee as to whether
applicants who practice under a non-per
sonal firm name should be recommended
for admission to the Institute. The execu
tive committee expressed the belief that it
was contrary to the public welfare and the
best interest of the profession to admit to
membership in the Institute certified public
accountants who practice under imper
sonal names or firm styles that indicate
practice in a corporate form.
From time to time the committee feels
the need of further assurance that an ap
plicant has met fully the admission require

ments. In such cases it must rely strongly
upon reports from members (especially
members of council), from the applicant’s
community. The committee wishes to ex
press its appreciation of the wholehearted
support that has been given by members of
council in furnishing firsthand informa
tion concerning applicants whose qualifica
tions have been studied during the current
year.
Respectfully submitted,
J. William Hope, Chairman
Clem W. Collins
Simon Loeb
Maurice E. Peloubet
Donald M. Russell

May 1,1949

Committee on Selection of Personnel
To the Council of the
American Institute of Accountants :
Gentlemen: The last report of this
committee summarized some of the practi
cal difficulties encountered in conversion of
the testing project from a research to an
operational basis. Three specific problems
were highlighted:

a. Obtaining early recognition and use
of the tests
b. Overcoming the lack of an effective
and well planned background of public
ity leading to operational use of the
tests, and
c. Financial problems.
The committee is now pleased to report
substantial progress on all three of these
fronts.
Recognition and Use

The figures of greatest significance in
this connection must inevitably relate to
use of the tests in universities and colleges
where they can serve the double purposes
of guidance and placement. In the fall of
1946, 29 colleges and universities were giv
ing our tests, in 1947 there were 50, and in
the fall of 1948 there were 63. These fig

ures would seem to speak for themselves,
particularly in view of the fact that we in
creased our charges for use of the tests in
1948.
The New York State Society of Certi
fied Public Accountants has evidenced its
interest by appointing a subcommittee of
its committee on education to collaborate
with us. That subcommittee has now made
arrangements for a special meeting at
which representatives of our committee
and the project office will describe the test
ing program in detail to deans, accounting
department heads, faculty members, and
guidance and placement officers of the
larger accounting schools and universities
in the New York metropolitan area. One of
the largest of these universities has al
ready adopted our tests on an obligatory
basis as a direct result of the preliminary
work of the two committees referred to.
It is clearly evident that a marked
change is taking place in the employment
situation in the profession. There is al
ready a far greater onus upon the job ap
plicant to produce all possible evidence of
his fitness for the position he seeks. Recog
nition of the part that our score cards can
play in this connection is clearly indicated
by the greatly increased number of in

Committee on Selection of Personnel

quiries which are coming into the project
office from students and college represen
tatives.
The Dominion Association of Chartered
Accountants of Canada has indicated its
interest in using our guidance tests on a
nationwide basis. Arrangements have al
ready been made for a meeting between a
representative of that Association and our
selves, and it is not expected that any diffi
culty will be encountered in working out
an arrangement satisfactory to both
parties.
The greatly enlarged interest in the col
lege testing program has been paralleled by
no less a growth in interest with respect to
testing at the employment level, the socalled professional testing program. In ad
dition to the testing centers already set up
in Michigan and Virginia, the project of
fice has, during the period under review,
completed arrangements with the Pennsyl
vania Institute of Certified Public Ac
countants for a statewide testing program.
One testing center has already been set up
at Temple University, and others are con
templated under this arrangement. The
Massachusetts Society of Certified Public
Accountants has continued its collabora
tion with us in advancing the program.
Several firms have used, or propose to
use, our tests in evaluating the staffs built
up by them during recent years.
The Institute’s committee on placements
has worked closely with us, and it is under
stood that the plans promulgated by them
will be based upon recognition of our tests.
Last, but by no means least, under this
caption of Recognition comes reference to
the strong support given to the project by
over 1,300 firms and individual practition
ers who have indicated specifically and
formally to the Institute that they will give
considerable weight to the scores received
in our tests by applicants for employment
with them.

Publicity
Some months ago the committee was in
much the same position as a manufacturer
with a well-tested new model car in an ad
vanced state of production but almost com
pletely unadvertised. The summary of rec
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ognition accorded the tests during the last
six months seems to provide ample evi
dence of the extent to which carefully
planned publicity has contributed in over
coming this handicap. The committee must
record its appreciation of the invaluable
cooperation accorded to it by the editor of
The Journal of Accountancy and by the
public relations department and the public
relations counsel of the Institute in this
connection. The following incomplete list
will give some idea of what has been ac
complished under this heading:
1. The place of honor in the December
1948, issue of The Journal of Account
ancy was accorded an article dealing
with the project, “A New Yardstick for
Accounting Skills.”
2. Twenty-three thousand reprints of
this article were distributed to members
of the American Accounting Associa
tion and of the Controllers Institute, to
state societies, to educational institutions
and to individuals on request. A further
reprinting is under consideration in re
sponse to a maintained interest.
3. Over 200 letters were received fol
lowing this article.
4. Eighteen thousand copies of the list
of over 1,300 firms and practitioners who
are giving weight to test scores were
printed. These were distributed to all
members of the Institute and to a num
ber of student-edited publications in col
leges and universities.
5. A press conference was held by the
chairman of the committee in December.
This resulted in extensive news comment
in the press and in prominent special
articles in Business Week, New York
Herald Tribune, New York Times and
the American Management Association
publication Personnel.
6. A long article on the project in the
January, 1949, News Bulletin of the
Massachusetts Society.
7. Several good articles in student-edited
publications.
8. Extensive news comment in connec
tion with initiation of the statewide test
ing program in Pennsylvania.
9. Editorial comment or other reference
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in almost every recent issue of The Jour
nal of Accountancy and the monthly bul
letin of the Institute.

Financial

A major turning point in the financial
history of the project was encountered dur
ing the period now under review. While
tests were being developed and norms es
tablished, it was deemed appropriate to
provide test materials to participating col
leges gratuitously or at nominal cost.
Transfer to an operating basis involved the
establishment of charges on a basis more
likely to make the project self-supporting.
Such revised charges have now been
adopted, some immediately, some on a
deferred basis. The ready acceptance of
the changes which have so far become ef
fective has done much to reinforce our
confidence in the practical usefulness and
value of the tests.
Rough projections referred to in our
previous report, and based upon the very
limited information then at our disposal,
gave hope that the funds then on hand or
voted to the project by council should
carry us through to a point where testing
could be provided on something close to a
self-supporting basis. The project is oper
ating well within those projected figures,
and the hope then expressed does not ap
pear to be unreasonable. In these circum
stances we feel justified in asking council
to confirm the appropriation of $10,000
already authorized for the year 1949-50.
General

Bulletin No. 6 published by the project
office summarizes the results of the fall
1948 college testing program in 63 colleges.
It is available to those who are interested
in a technical presentation of the testing re
sults. Its charts indicate most clearly the
wide range between colleges in either stu
dent quality, educational effectiveness, or
both, and thus the pressing need for the
objective testing we are providing.
Test development has included the prep
aration of a new short-form achievement
test—level II. This test takes only two

hours as against the four hours required
for the original form of this test. This
revised form should be of service to those
who want a shorter test at the point of
employment.

The Future

The last six months have done much to
strengthen our conviction as to the service
which this project can render to the pro
fession and others, eventually, we hope, on
a self-supporting basis. For a limited time
research is being kept at a minimum. We
do not think, however, that it should be
abandoned entirely. Specifically, it is hoped
that in the not too distant future our pres
ent project will have so justified itself that
research may be commenced in connection
with—
a. Specific tests of auditing skill.
b. A study of the relationship between
test scores now being obtained and the
degree of success subsequently achieved
in professional or industrial accounting
by those tested.
c. The possibility of testing some of the
personal factors which appear to enter
into success in the field of professional
accounting.
The committee has heard with great
pleasure of the appointment of a full time
educational director for the Institute, and
hopes that when more pressing matters
have been attended to it will be possible for
him to participate in the administration of
this project.
No report on the project is complete
without high tribute to Dr. Ben D. Wood
and Dr. Arthur E. Traxler, and to their
assistants at the project office. Without
their generous cooperation and enthusiasm
this project could neither exist nor con
tinue.
Respectfully submitted,
Harold R. Caffyn, Chairman
Raymond G. Ankers
William B. Franke
S. Wesley Marcus
Leo A. Schmidt
James W. Strudwick

April 29,1949

Committee on Placements
To the Council of the
American Institute of Accountants :

Gentlemen : Your committee on place
ments was appointed by authorization of
the council on the recommendation of the
committee on selection of personnel in its
report to the council at the meeting in May,
1947. The committee on selection of per
sonnel, in its report at that time, said:
“Placement of applicants with firms
represents another difficulty. In a sense
the testing project, in its present stage,
might be compared with the atomic
bomb. We have it, but it is not clear just
how we can best adapt it to our own pro
fessional use, which obviously means
placement...
“There is, therefore, the problem of
bringing the potential employers into
contact with potential applicants for
staff positions. It is necessary to make
agreements between the students, or
others taking the tests, and the project
personnel; thereby the person being
tested is assured that his score will be
available only to himself or to the college
or firm which sponsors him for the test,
unless he gives his consent to other dis
tribution of this information ... the con
fidential basis of this committee’s project
requires that the testing function be kept
independent of any placement activities.
“The committee recommends to coun
cil, therefore, that a committee on place
ment, independent of this committee,
should be organized at once which
should have the responsibility of devis
ing ways and means of bringing appli
cants and positions together.”

Last year’s committee on placements re
ported to the council at the meeting in May,
1948, the results of a survey of practition
ers and educators seeking information as
to how the Institute might be helpful in the
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placement of college graduates. While cer
tain tentative conclusions were drawn from
the survey, the committee at that time made
no recommendations for immediate ac
tivity on the part of the Institute.
This year the chairman of the commit
tee on placements is also a member of the
committee on selection of personnel, and
has had an opportunity to discuss with that
committee the interrelationship of the work
of the two groups.
It seems clear that for the present any
work which the Institute may undertake in
the field of placement should be limited to
the area in which it could be coordinated
with the work of the committee on selec
tion of personnel. It seems clear also that
any placement work undertaken by the In
stitute should be confined to a scope suffi
ciently narrow to be within the limits of
ability of the present staff to absorb.
With these considerations in mind, the
following program is suggested:
1. The Institute should notify all col
leges now using the testing program pro
vided by the committee on selection of per
sonnel that the services of the committee
on placements are available to students
who have taken the full battery of tests. In
addition, all colleges not now using the
program should be notified, either directly
or through publicity, that the services of
the committee will be available to their stu
dents when these colleges have participated
in the testing program.

2. This service would constitute the con
veying to accounting firms and individual
practitioners represented in the member
ship of the Institute in any employment
area chosen by an applicant, a brief resume
of his biographical data and an indication
of his scores on the Institute’s professional
testing program. The scores would, of
course, be made available only with the
applicant’s permission. In this connection,
your committee would expect to cooperate
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with state societies or their placement com
mittees.
3. Firms receiving such summaries
would be advised that they were at liberty
to communicate direct with the applicant
concerned.

Such a plan would limit the function of
the Institute to a simple information clear
ing process. It would serve to bring to the
attention of many medium-sized and
smaller accounting firms available college
graduates of whom they might not other
wise be able to learn. Conversely, it might
give college graduates an opportunity to
get in touch with prospective employers in
areas otherwise inaccessible to them. The
procedure would emphasize the Institute’s
tests as an indicator of relative merit and
would therefore encourage wider use of
the tests both by the firms and by college
students.
If placement work increased in volume,
there would be necessarily a simultaneous
increase in volume of the testing proce
dure. with a resultant decrease in the over
all cost of that project. As expenditures for
placement service increased, therefore,
revenues from testing would be expected to
increase commensurately.

The plan would not interfere in any way
with the regular recruiting programs of
accounting firms which have found it pos
sible to visit college campuses to interview
prospective applicants for staff positions.
It would impose no responsibility or obli
gation on the Institute other than the trans
mission of information furnished to it for
the purpose. Even if the service of the com
mittee were utilized on a fairly small
scale, it should be of great benefit to those
who found need of it.
If the council approves this proposal, the
committee will undertake to develop a
specific program in greater detail, so that
the actual work can begin in the fiscal year
1949-50. If the program is approved, the
committee requests an initial appropriation
of $7,500 for the first year’s operation.

Respectfully submitted,

William B. Franke, Chairman
Victor Z. Brink
Tillman A. Bruett
Harold R. Caffyn
Henry E. Greene
John E. Madden
Oscar R. Martin
April 27,1949

.

Committee on Wages and Hours
To the Council of the
American Institute of Accountants :

Gentlemen : Your committee on wages
and hours submits herewith its report of
activities for the current fiscal year of the
Institute up to March 31, 1949. Since the
chairman of this committee testified at a
hearing before the Administrator of
Wages and Hours in January 1948, we
have been expecting to hear about proposed
changes in the regulations but no word has
been received.
Your committee has held no meetings
but a number of cases involving members
of the Institute has been brought to our

attention through the Institute office, and
we have endeavored by correspondence to
render assistance to members in their con
tacts with employees of the Wage and
Hour Administrator. We have continued
to advise them to stand their ground and
insist that the local representatives follow
the rulings of the Wage and Hour Ad
ministrator until such rulings are offi
cially changed.
In two cases brought up recently, the
question has been raised as to the Institute
joining in legal action and, on the basis
of the facts in each case, counsel for the
Institute has advised against any legal

Coordination with State and National Organizations
action because of the small chance of the
federal courts as presently constituted fail
ing to uphold rulings or actions by the
Administrator.
Improvement in the situation can be
brought about only by an amendment to
the law, which seems unlikely at the pres
ent time, and we may be faced with even
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less satisfactory interpretations by the ad
ministrator and his employees.
Respectfully submitted,

C. Oliver Wellington, Chairman
Frederick H. Hurdman
Ernest O. Lothrop

Committee on Coordination of Activities
of State and National Organizations
To the Council of the
American Institute of Accountants :

gestions in the placing of institutional ad
vertising, etc.

Gentlemen: The state society service
department has now been operating for
nearly a year on the streamlined basis
recommended by your committee at the
last spring meeting of council. The vol
ume of reports sent out has been decreased,
but there is evidence that the information
which has been distributed has been re
garded as timely and useful.
While the state society service depart
ment now operates under the director of
public information, its entity has been
maintained. The public information serv
ices of the department have been ex
panded, and services in connection with
state legislation have been more extensive
than ever before.
Of special interest is a “pilot study,”
in which the director of public informa
tion and the Institute public relations coun
sel have worked in close cooperation with
the Massachusetts Society in formulating
an expanded public relations program for
that state organization. The work was
undertaken with the idea that a pattern
could be developed for adaptation by other
state societies which might wish to take
advantage of a workable program geared
to state level. This program is now well
under way and results to date are promis
ing. In several other cases, public rela
tions suggestions have been given on spe
cific subjects when request was made by
state society officers, such as reviewing
public relations pamphlets, making sug

Speakers Bureau
A speakers bureau continues to be main
tained under the direct supervision of the
assistant director of public information.
Seventeen state societies—Arkansas, Colo
rado, Connecticut, District of Columbia,
Georgia, Maine, Maryland, Massachusetts,
Michigan, Minnesota, New Mexico, New
Jersey, Oklahoma, Tennessee, Virginia,
West Virginia, and Wisconsin—have re
quested speakers for their meetings and
all requests have been filled. Through the
facilities of the department, acting as a
clearing house, it has been possible for
state societies to arrange dates of meet
ings so that officers and members of the
staff of the Institute could fulfill speaking
engagements with minimum travel and
cover the maximum number of places.
Legislative Kit
Distribution of a legislative kit to state
society and chapter presidents and the
chairmen of state legislation committees
was made early in October, 1948. As 1949
was the biennial meeting year of most of
the state legislatures, the kit was designed
to assist the state societies in their legis
lative activities. Twenty-four state socie
ties have reported the use of material or
suggestions contained in the kit either for
combating adverse legislation, fostering
legislation they sponsored, or for public
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relations purposes. Approximately 6,800
pamphlets, “Why CPA Standards Are Im
portant to You,” which was part of the kit,
have been distributed by state societies.
One society—Texas—has distributed this
pamphlet under its own imprint. In addi
tion, about 1,500 have been sent to firms
or individuals upon request.

Reports to State Societies
Based on questions asked at a meeting
of state society presidents during the an
nual meeting in September, a question
naire was sent to state society and chapter
presidents on October 13, 1948. From the
answers received, several reports covering
the information most wanted were issued.
On November 17th, a list of the names
and addresses of state society and chapter
presidents, with executive secretaries
where employed, was sent to all societies.
On December 9th, a summary of the pro
ceedings of the presidents’ meeting in
Chicago was sent to all society and chap
ter presidents. A tabulation of dues and
assessment privileges of the various socie
ties, together with membership size and
enrollment fees, was mailed on December
21st. A list of the educational and experi
ence requirements in the various states
for examination for the certificate of cer
tified public accountant was sent to the
state societies on February 14th. At least
one state society sponsored legislation,
raising educational and experience re
quirements as a prerequisite for examina
tion, based on the information contained
in this release.
Committee reports submitted by Insti
tute committees to the annual meeting
were mailed to appropriate state commit
tees on November 5th. The department
maintains lists of committee personnel
and forwards to special committees mat
ters of particular interest, especially
public information, state legislation, and
drafts of proposed technical bulletins. The
cooperation of the state society officers
in furnishing to the Institute names and
addresses for this purpose has been notable
during the past year.
The department also redistributes state

society periodicals, bulletins, and pam
phlets, believing the general dissemina
tion of information as to how other socie
ties work is helpful. Because these publi
cations often contain articles of more than
local or organizational interest, the de
partment obtained from the societies which
published bulletins general permission for
other state societies to reprint from them
(except in one instance). Public relations
pamphlets redistributed have been: New
York State Society’s “A Professional
Story—The CPA in New York”; Massa
chusetts Society’s “How Long Should A
Taxpayer Keep His Records”; Pennsyl
vania Institute’s “The Pennsylvania Cer
tified Public Accountant.” Other special
pamphlets have been: Texas Society’s
“Statement of Auditing Standards and
Procedures for Audits of Agricultural
Coöperatives”; New York State Society’s
“What You Should Know About State
Legislation.”
Radio Script
A radio script on preparation of in
come tax returns written for the New
York State Society was distributed to
other states. Requests for the transcrip
tion itself were so numerous that a special
platter was made which permitted adapta
tion by other states. Fifteen societies pur
chased 51 transcriptions, and the total
number of presentations on local radio sta
tions, as a public service in the name of
the state societies, was even larger.
Of releases originating in the Institute,
a draft of “Proposed Bulletin on Account
ing for Service Annuity Costs Under Pen
sion Plans,” prepared by the research de
partment, was sent to state society and
chapter presidents for comment on Octo
ber 7th; a reprint of an article from The
Journal of Accountancy, “The Stock
holder and the Auditor’s Report,” was
mailed on November 30th; and 50 copies
were mailed to each state society and
chapter president of another Journal re
print, “A Yardstick for Accounting
Skills,” describing the aptitude testing
program developed by the Institute, for
distribution by the societies to interested
parties.

Coördination with State and National Organizations
A monthly column on outstanding ac
tivities on the state societies has appeared
regularly in The Certified Public Account
ant.

NSPA "Model Bill" and
State Legislation
Early in November, the Institute re
ceived a copy of a “model bill” recom
mended and sponsored by the National So
ciety of Public Accountants. So that the
states might be put on notice of the pos
sible introduction of a similar bill, a copy
was furnished all state societies. This was
followed by a brief against the bill for the
use of any state society which might find
it necessary to combat passage of such a
measure.
Upon request from the societies in
Idaho, Nevada, Washington, and West
Virginia, the department made a detailed
analysis of proposed regulatory legislation
to be sponsored by them and a comparison
of their bills with the form of regulatory
bill formerly approved by the Institute
committee on legislation.
Since the convening of state legisla
tures early this year, notices of the in
troduction of 151 bills pertaining to ac
countancy or municipal auditing, as fur
nished by the legislative reporting service
of Commerce Clearing House, have been
mailed to the state society presidents and,
where the bills have affected accountancy
laws, to the state boards of accountancy.
Copies of the bills have been made and
forwarded as they were received. One
hundred and thirty-two progress reports
on such legislation have been sent. In cases
where the bills pertained to municipal
auditing, copies of the notices and bills
were also sent to the Municipal Finance
Officers’ Association. The Institute com
mittee on state legislation and the commit
tee on municipal accounting have been
kept informed.
Special material for legislative purposes,
which involved considerable research, has
been furnished several state societies upon
request, notably Texas, Iowa, Michigan,
Ohio, Oregon, Florida, and Vermont. The
executive director made a special trip to
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Michigan to testify before a committee
of the legislature at the request of the
Michigan Association.
In matters of general interest to ac
countants, letters have been sent to state
society and chapter presidents for the in
formation of their membership. A copy of
a letter from the chairman of the unau
thorized practice committee of the Amer
ican Bar Association which was sent to
committees of the Association, and a copy
of a letter written by the president of the
Institute in reply, were sent to the societies
on March 31st. A copy of the brief filed
by the New York State Society in the
Bercu case was sent on February 18th and
a copy of the American Institute brief in
the same case was mailed on March 16th.
To keep the state societies informed on
matters of federal legislation affecting ac
countants, the department mailed to state
society and chapter presidents a copy of a
letter from the president of the Institute to
the membership relating to the Tax Court
bill and the Tax Settlement Board bill on
March 2nd, followed by a letter on March
3rd to the presidents of societies in states
which had members on the House judi
ciary committee.
A copy of the Institute-sponsored Tax
Settlement Board bill with reprints from
the Congressional Record, Wall Street
Journal, New York Times, and U. S.
News & World Report was mailed to state
society and chapter presidents on March
17th, with another letter from the Insti
tute president.
It will be noted from the foregoing that
the state societies have been looking to the
department at an accelerating rate for
assistance and guidance. Accordingly, ac
tivities of the department have been ex
panded in some directions, especially in the
field of state legislation. As the state
societies expand and as more of them en
gage full-time secretaries, it is only rea
sonable to expect that there will be a cor
responding expansion in the requests for
the services of the Institute.
The work of the department is being
handled by a staff assistant and part of the
time of the director of public information.
If the requests of state societies for serv
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ice continues to increase, further expan
sion of the state society service depart
ment in the near future will be inevitable.
Perhaps a field secretary should be em
ployed, who might spend about half his
time traveling around and consulting with
state society officers and committees, ren
dering assistance of a semiprofessional
nature.
But this all depends on whether the
state societies really want and can effec
tively use more help. This problem is
under review both on national and state
levels, but your committee is not yet ready
to make recommendations with respect to
the advisability of embarking on an ex
panded program. In the meantime your

committee recommends that the state so
ciety service department continue to func
tion along existing lines which appear to
be quite satisfactory and effective.

Respectfully submitted,
Clinton W. Bennett, Chairman
C. Weldon Barstow
Walter G. Draewell
Simon Loeb
Carlos R. Zener
Roy L. Pope
Thomas R. Ward
Cyril Talbot
Wallace W. Willard

April 15,1949

Committee on State Legislation
To the Council of the
American Institute of Accountants :

Gentlemen : There has been more ac
tivity in the field of state legislation since
the council meeting last September than
during any comparable period in the In
stitute’s history. Organized public ac
countants have been active in promoting
bills in many states; there has been a
considerable crop of waiver bills and other
bills which would weaken the position of
certified public accountants; and several
of the state societies have sponsored regu
latory bills, bills to increase educational
requirements for the CPA certificate, and
special bills to clarify or strengthen ex
isting CPA laws. A detailed summary of
major activity is given later in this report.
Your committee and the Institute staff
have been following these developments
very closely, and on a considerable number
of occasions, at the request of state socie
ties, have furnished comment on pending
bills, material to be used in opposition to
undesirable legislation, and support for the
bills sponsored by the state societies. The
legislative kit described in our last report
has been widely used, and eight state so
cieties have ordered approximately 6,800

copies of the pamphlet “Why CPA Stand
ards Are Important To You” for distribu
tion in connection with their legislative
activities. In addition another society re
printed it with slight changes and sent it
out under its own imprint.
(Portion omitted subject to reconsider
ation and later action by the council.)
With half the 44 state legislatures in
session this year already adjourned sine
die, some estimate may be made of the final
result in the field of accountancy legisla
tion, and of the general position taken by
the several state CPA organizations with
reference to it.
Accountancy bills affecting public prac
tice of accounting can be grouped under
five general headings:
Public Accountants’ Bills — or those
which follow in varying degrees the “model
bill” proposed by the National Society of
Public Accountants;
Bills to Weaken Present Accountancy
Laws—bills not so all-encompassing as the
“model bill” which would nevertheless ma
terially dilute the value of a certified public
accountant certificate;
Regulatory Bills — those sponsored by
state societies of certified public account
ants which deviate from the form of regu

Committee on State Legislation

latory bill formerly approved by the Insti
tute committee on state legislation only
enough to meet local conditions and follow
statutory methods;
Bills to Strengthen CPA Laws — de
signed to correct weaknesses in present
laws, remove inactive or outdated portions,
or to stiffen educational and experience
requirements as a prerequisite for ex
amination for the CPA certificate;
Miscellaneous—sundry measures having
to do with bookkeepers, tax consultants,
requirements as to who may or may not
sign financial reports, etc.
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companion bills were “returned to author.”
Strong pressure by public accountants’
groups in Ohio, Oklahoma, and Texas has
kept their bills alive, despite stiff opposi
tion by the organized CPAs in all three
states, with the outcome still in doubt.
Similar bills in the other states have either
been killed, defeated by vote, or have died
without action with the sine die adjourn
ment of the legislatures.
In Hawaii, the announced position of
the Hawaii Society of CPAs was strong
enough to fend off introduction of any bill
although one had been prepared and was
ready for presentation.

Public Accountants' Bills
Eight states—Connecticut, Idaho, In
diana, Minnesota, Ohio, Oklahoma, Ore
gon, and Texas—have had bills presented
to their legislatures which follow the gen
eral recommendations contained in the
NSPA “model bill.” In some cases, though
the bills profess to leave the present CPA
laws undisturbed, a certified public ac
countant would be subject to their provi
sions, and might have to qualify twice,
once as a CPA and again as a public ac
countant. In other instances, although reg
istered public accountants would be a
dying class, the definition of public prac
tice of accounting is so broad as to qualify
a person for registration although he had
never conducted an audit or made a veri
fication or certification of a financial state
ment. In some of these bills, waiver clauses
would permit later granting of CPA cer
tificates without examination of those
originally eligible to register.
In all states where PA-sponsored regu
latory bills have been introduced, except
Minnesota, the state CPA organizations
have actively opposed them. In Idaho and
Oklahoma, where the bills were introduced
by minority groups, they have also been
opposed by the recognized PA organiza
tions. In Minnesota, a canvass of the CPA
society showed 50 per cent of those who
replied to be in favor of actively support
ing the public accountants’ bill, while the
other 50 per cent were divided between
“no action” and “active opposition.” How
ever, the question is now moot, since the

Bills to Weaken Present
Accountancy Laws
The legislatures of 12 states—Califor
nia, Colorado, Georgia, Michigan, Minne
sota, New Mexico, New York, North
Carolina, North Dakota, Oregon, Pennsyl
vania, Texas — plus Puerto Rico — had
measures designed to weaken present ac
countancy laws, some with several differ
ent bills. They ran the gamut from Puerto
Rico’s bill to grant CPA certificates imme
diately to all licensed public accountants,
through bills to grant waiver certificates
without examination to public accountants
with a stated number of years experience,
and a New Mexico bill which would have
repealed the accountancy law outright.
The legislatures of Colorado, New Mex
ico, New York, North Carolina, North
Dakota, and Oregon have adjourned sine
die, leaving the bills in those states either
killed on the floor or dead in committee.
Colorado’s bill to make two-class registra
tion permanent and grant five-year waiver
certificates was opposed by the Colorado
Society of CPAs, and died without action,
as did New Mexico’s bills—one the re
pealer and another to permit registration
of additional state employees. Four New
York bills, obviously political in nature and
aimed at veterans’ votes, were defeated be
fore the legislature adjourned. North
Carolina’s bill designed again to open reg
istration to public accountants after almost
30 years, under a regulation law, was vig
orously opposed by the North Carolina
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Association of CPAs and it died without
action on adjournment. Quick work on the
part of the North Dakota Society of CPAs
resulted in having the Senate kill on the
floor early in the session a measure which
would have permitted the licensing of pro
fessional school graduates without ex
amination. Opposed by the Oregon So
ciety of CPAs, a bill to make the passing
grade of CPA examinations not under 70
per cent was held in committee, although
there had been hearings. Georgia’s legis
lature adjourned until 1950, leaving a 15year waiver bill without action.
Among states where legislatures are still
in session, California is faced with the
greatest number of bills in this general
category, and because of the mild nature
of the majority of them, they are un
opposed by the California Society of
CPAs. The society has succeeded in hav
ing killed in committee a bill to provide for
the continuing registration of non-certified
public accountants by examination; a bill to
create a split board of accountancy is still
pending. The Michigan Association of
CPAs succeeded in having the Michigan
House take an almost unprecedented step
by recalling a bill to grant CPA certificates
to registered public accountants with 20
years’ experience, after it had passed both
the Senate and the House. Further hear
ings were held, and the House reported the
bill by substitute, so it will be voted on
again.
A Pennsylvania bill, reported favorably
in the Senate would grant 16-year waiver
certificates; a Texas bill, reported favor
ably in the House, would permit corpora
tions to be formed to audit books.
The Puerto Rico Institute of Account
ants is hoping for a gubernatorial veto of
a bill granting CPA certificates to all
licensed public accountants.

New Regulatory Bills
Regulatory bills were introduced in the
legislatures of five states—Idaho, Kansas,
Nevada, Washington, and West Virginia
—with Washington’s bill the only one en
acted into law. In all instances they were
sponsored by the state societies of certified

public accountants, and in all but Kansas
were introduced either with the approval
or joint sponsorship of the local societies
of public accountants. Legislatures in these
five states have adjourned sine die.
BIlls to Strengthen CPA Laws
Ten states—Arizona, California, Iowa,
Minnesota, New York, North Carolina,
Oklahoma, Pennsylvania, Vermont, and
Wisconsin—have had one or more bills
presented to their legislatures to strengthen
the present accountancy laws. Those al
ready enacted into law have been Arizona’s
bill, sponsored jointly by the State Board
and Arizona Society of CPAs, which
makes the entire board CPAs, adds sub
jects which may be included in the CPA
examinations, stiffens experience require
ments, and adjusts fees upward; New
York’s bill, which set a closing date for
processing appeals under the old Oliver
law; and Vermont’s bill sponsored by the
Vermont Society, which provided for the
registration of public accounting firms.
The status of bills well along on their
way to passage is as follows: an Iowa bill,
sponsored by the Iowa Society of CPAs,
which among other things stiffens the
educational and experience requirements,
has passed the Senate and has been re
ported in the House; a Minnesota bill,
which adds two members to the board,
makes the educational requirement a part
of the law instead of the regulation of the
board, and permits college graduates to sit
for the examination before acquiring the
necessary two years experience, has passed
the Senate and is now in a House com
mittee; an Oklahoma bill, supported by
both the State Board and state CPA so
ciety, providing for an annual registration
fee and making an appropriation for the
State Board, has passed the House; a
Pennsylvania bill, which increases experi
ence requirements and adds educational re
quirements where none have been required
before, has been amended in the House; a
Wisconsin bill, permitting the use of the
American Institute’s uniform examination,
has passed the House and has been re
ported favorably in the Senate. Two bills
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sponsored by the California Society of
CPAs making technical changes are dor
mant in committee. A North Carolina bill,
actively endorsed by the North Carolina
Association, which would have defined
who could engage in public bookkeeping,
and prohibited anyone other than a CPA
from signing a financial statement for a
third party, had a troubled voyage through
the House, ran into difficulty in the Senate
committee, and was eventually tabled by
the Senate when it came up for action on
the floor. A New York bill to register
CPAs was vetoed by Governor Dewey.
Miscellaneous Bills Pertaining to
Accounting Practice

Nine state legislatures—California, Col
orado, Connecticut, Delaware, Florida,
Iowa, New York, Ohio, and Wisconsin—
have considered an assortment of bills
pertaining to the public practice of ac
counting, on most of which the state so
cieties of certified public accountants have
taken no position.
The California Society of CPAs, how
ever, opposed a bill which prohibited the
preparation of tax returns by unlicensed
persons, and it was killed in committee;
the Colorado Society of CPAs opposed
a bill creating a State Board of Public
Bookkeeping and it was killed in the House
before the legislature adjourned. The
Florida Institute was successful in its
effort to have the House sustain a 1947
veto of a bill to place an occupational tax
on public bookkeepers. The Connecticut
Society of CPAs supported a bill which
would have prohibited the issuance of “cer
tificates of opinion” on financial reports
by anyone but a CPA, but took no position
on a bill to define classes of persons en
titled to make out income tax returns, nor
on two bills which would have provided
that certified public accountants only could
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do municipal audits. All Connecticut bills
have been killed.
Of the remaining bills in the states on
which societies have taken no position, only
one seems to be active. A California bill
which would prohibit the state board from
ruling against advertising, has passed the
Senate and is awaiting assembly vote.
Other bills still in committee are: A Cali
fornia bill to require public works bids to
be accompanied by statements audited by
CPAs or PAs; a Delaware bill directing
the budget commission to have the ac
counts of all state agencies audited by a
CPA; an Ohio joint resolution authorizing
the investigation of the operations and
activities of all state boards; and a Wis
consin bill requiring a non-communist oath
to be filed annually by all state licensees.
An Iowa bill to regulate tax consultants
was indefinitely postponed in the Senate,
and a similar bill in New York was de
feated. Another defeated bill in New York
would have prohibited the preparation of
tax returns for pay by anyone except
attorneys, employees, and licensed account
ants who maintained offices devoted exclu
sively to public practice.

Respectfully submitted,

John H. Zebley, Jr., Chairman
Raymond D. Ashman
Roy C. Comer
Stanley V. Davies
W. Waller Grogan
Joel D. Harvey
Clifford V. Heimbucker
Samuel W. Lerer
Louis A. Miazza
Edwin L. Pearson
Raymond E. Rickbeil
Allen E. Strand
Samuel M. Wellborn, Jr.
William R. Winn
April 25,1949

Committee on Natural Business Year
To the Council of the
American Institute of Accountants :

Gentlemen : Your committee reports
one new activity in promotion of the nat
ural business year. This takes the form
of a temporary mailing piece offering in
formation to answer questions from out
side sources and members of the profes
sion.
This new mailing piece inexpensively
presented in multilithed form, will serve
until such time as a new printed pamphlet
will be issued to take the place of the now
outdated public information booklet. Pro
duction of this material was the joint work
of individual members of this committee
and the public information staff of the
American Institute.
Before a new pamphlet can be issued, it
will be necessary to develop a compre
hensive new list of recommended closing
dates, or evidence that the dates listed be
fore the recent war and published in the
wartime pamphlet still hold good. Without
special investigation and study, your com
mittee is unwilling to vouch for any of
these prewar dates.
It has been suggested that at an oppor
tune time the membership of the American

Institute be asked, in accordance with a
survey plan, to indicate closing dates for
a wide variety of industries and businesses,
basing reports on their own CPA experi
ence. Consideration of such a plan will be
part of the work of this committee and its
successor in the coming year.
It can be reported that another impor
tant trade magazine, in addition to the
three noted in the report of this committee
to the 1948 annual meeting, has published
an article on the natural business year over
the name of Roy L. Ward, a member of
this committee, as author. This article
appeared in the January, 1949, issue of
Textile Industries.

Respectfully submitted,
Walter F. Kuhn, Chairman
Harry W. Babineau
Emmett S. Harrington
John J. Harrington
Walter E. Heider
George C. Ludolph
Joseph F. Sullivan
Roy L. Ward
L. C. J. Yeager
April 5,1949

Committee on History
To the Council of the
American Institute of Accountants :

Gentlemen : The presidents’ request for
this report asked for
1. Factual statements of committee work
done and

2. Views of what more could be done
and how.
Response to that request is here taken
up in that order, and the first section on the

work done is here divided into two parts:
accomplishment and problems or difficul
ties. Perhaps it is appropriate to note here
that while the committee has not had any
meeting (the members being located in
Illinois, Virginia, Pennsylvania, and New
York) each member has corresponded
with the chairman.
Accomplishment as here briefly stated
includes not only what the members of
your committee have done but also that
done by state committees whose work has
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been valuable, is appreciated, and must be
recognized.
In Connecticut, Edward I. Petze has
continued his stories which have been
published in The Connecticut CPA.
In Georgia, Embry M. Kendrick has
completed a story on public accounting in
that state which is now with the printer.
In Louisiana, George A. Treadwell has
extended his account of that state society
which also has been published.
In New York, Harry O. Leete has or
ganized a committee, published one article,
and made progress on others. Lybrand,
Ross Bros. & Montgomery issued a 168page book “in commemoration of the 50th
anniversary of the founding of the firm”
And because no mention was made in our
earlier reports, we note that in 1947 Has
kins & Sells issued a book of 102 pages on
“The First Fifty Years.” We understand
that at least one other firm has in prepara
tion a similar account of its first halfcentury.
In Illinois, Ernest Reckitt’s book-length
history of the profession and early prac
titioners in that state has been completed,
reviewed by the three members of the state
society committee, and submitted to the
directors with that committee’s recommen
dation for publication.
In many states, individual accountants
as well as historical societies and libraries
have given assistance by supplying infor
mation as to early organizations and as to
accountants in public practice.
In all states, a tool for the writing of
history has been provided by the Index of
Accountancy History Materials in 25
Periodicals 1880-1930 which has been cor
rected and bound with copies deposited in
the Institute library; more historical ma
terials have been collected, supplementing
the larger quantity secured during the pre
ceding year; an effort has been started to
make sure that important libraries have
complete files of AAPA and AIA Year
Books and other publications; and much
progress has been made upon a story of
“The First Twenty Years of AAPA, 18861906” for which help has been given by
many accountants and institutions.
Problems and difficulties are mainly
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that, first, less than one-fourth of the state
societies have committees on history, and
second, not many accountants are so inter
ested in history as to be willing to under
take the research which is necessary for it.
Such research is more difficult than that
required for a first examination of a cor
poration where an accountant knows that
the certificate of incorporation is its start
ing point. In accountancy history a re
searcher gets one fact but does not know
it is the beginning and he must work
backward and collaterally to make it rea
sonably sure that he has learned all perti
nent facts about it. Aso many accountants
have not realized that public accountancy
antedates by many years the CPA laws and
the state societies.
While not specifically requested as a
part of this report we venture to end it
with some suggestions as to the values in
accounting history. The committee be
lieves that it may and should be of value in
at least three ways.
First, the profession as a whole and par
ticularly its society officers, should benefit
by knowing what has been attempted in
the past, the methods by which the at
tempts have been made, the failures and
successes in the attempts, and the results
of the successful attempts; by knowing
these matters the judgment of all upon
questions of what, when, and how new
proposals should be considered will be
wiser and success more probable.
Second, the public, as well as the pro
fession, will be benefited by coming to
know that public accountancy was not
born with the start of income taxes or
with the initiation of the control of the
public offering of securities, or even with
the earlier increase in the use of the corpo
rate form for business organizations. Each
of these quickened its development. But
back of those events where business was
conducted by partnerships or individuals
there was even then a need for and a sup
ply of public accountants. And the history
of accountancy will show that character,
ethics, and independence, as well as ability,
were then recognized as essentials in those
in practice.
Third, probably more important than
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the others, is the value which accounting
history may have upon the profession in
the future. An organization is Judged by
its accomplishments. But organizations are
made up of persons, and it is just as
important that those who are now pre
paring for practice know who and what
the early practitioners were and what they
stood for as to know what they did. His
tory of accountancy both as to its prin
ciples and its practitioners should be a
part of each curriculum. And for that pur
pose a literature must be provided which

will include biographies of individuals and
histories of societies as well as discussions
of the development of accounting princi
ples and procedures.

Respectfully submitted,
Norman E. Webster, Chairman
William P. Hilton
A. C. Littleton
Ernest Reckitt
T. Edward Ross

April 4,1949

Committee on Meetings
To the Council of the
American Institute of Accountants :

Gentlemen : This preliminary report
will not occupy much of your time. This
committee proper consists of eight persons
appointed by the president of the Institute;
it has been supplemented by the chairman
of the Institute’s committee on technical
sessions and by the first vice president and
the full-time executive secretary of the
California Society of Certified Public Ac
countants. All of these persons are deter
mined to use their best efforts to make the
62nd annual meeting completely success
ful despite the fact that Los Angeles is a
long way (in dollars as well as time) from
the major centers of population of Institute
membership.
The committee has held three meetings
to date; every member (except one who
resides in San Francisco) and the three
persons supplementing the committee has
attended each of these meetings, and Mr.
Winton, administrative secretary of the In
stitute, attended one and upon that occa
sion inspected the physical facilities that
will be available to us at the Hotel Bilt
more. We think those facilities are ade
quate and believe Mr. Winton shares that
view. The committee has kept the Insti
tute staff fully informed as to its activities
and plans. The general outline of the pro
gram is set forth in the first mailing piece

which will be mailed this week or next.
This will be followed shortly by a brochure
announcing arrangements for a special
train from Chicago to Los Angeles with a
stopover at Grand Canyon, thence after
the meeting to San Francisco via Yosemite
National Park (with stopovers at both
those points) and on to Chicago. Some
what later will come another “appetite
whetter” along with the printed program.
The committee believes that it has at
least a threefold obligation with respect to
the 62nd annual meeting, namely:

1. To focus upon the Institute the atten
tion of the business and professional
world outside the field of public ac
counting.

2. To make the meeting enjoyable for
the members who attend—old war horses
and newcomers alike; the instructive
and uplifting aspects of it are the pri
mary responsibility of the committee on
technical sessions under the competent
chairmanship of George O. Carlson with
whom the meetings committee is work
ing closely.

3. To make the meeting so attractive to
those staff members of practitioners who
are not presently Institute members that
they will “want in” at the first oppor
tunity.
These objectives require some reconciling

Committee on Meetings
but we shall do our best to achieve them.
Budget-wise, we are currently planning
on 500 full registrations of members and
300 of their ladies; beyond these, we plan
on 500 registrations for technical sessions
only, 300 for the Tuesday membership
luncheon only (at this we expect to have
present a number of well known motion
picture actors and actresses) and 100 for
the dinner dance only. This all adds up to
estimated intake of $26,150 and estimated
outgo of $24,800—somewhat less intake
and somewhat more outgo than actually
experienced at Chicago last year.
It would be unfair to conclude this pre
liminary report without acknowledging
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with gratitude the generosity of the Cali
fornia Society of Certified Public Ac
countants for making available to the com
mittee the resources of its Los Angeles
office and, most importantly, a substantial
amount of time of its full time secretary,
Mr. Arthur Sargent, who has not only
great talent for this sort of thing but also
boundless energy and enthusiasm. He will
be on the job full time from approximately
two weeks preceding the meeting until sev
eral days thereafter.
Respectfully submitted,
Thornton G. Douglas, Chairman

May 2,1949

IV.
ADMINISTRATIVE REPORTS

Report of Executive Director
To the Council of the
American Institute of Accountants :

Gentlemen: The Institute continues
the steady forward progress which has
carried it through depression, war, and
inflation to successively higher levels of
strength and usefulness.
At April 1, 1949, the membership was
13,101; a year ago 11,659; two years ago
10,696.
The revised budget for the current year
estimates total consolidated revenues of
$814,300. A year ago it was $674,000. Two
years ago $484,550. Membership dues this
year will be about $320,000. The additional
revenues, mainly from sales of publica
tions, have permitted improvement and
expansion of services. Receipts from state
boards have just about covered the cost of
examination, which has released for other
constructive uses the amount of the deficits
of prior years.
The authorized staff at May 1st num
bers 80. A year ago it was 79, two years
ago 65. After extensive investigation a
new educational director has been en
gaged to begin work June 1st. He is Rob
ert Kane, CPA, whose experience includes
public practice, teaching, and military serv
ice. He has been assisting the board of
examiners on a part-time basis for nearly
two years.
It is with deep regret that I report the
death on April 22, 1949, of Frank A. Gale,
who was a member of the staff for twelve
years, having served as assistant secretary
and later as assistant director of public
information of the Institute.
As of May 1st Helen Johnstone retired
from the post of librarian, having reached
retirement age, after 22 years of loyal and
efficient service in that capacity. She is
being succeeded by Miriam Donnelly, as
sistant librarian.
During the current year, William S.
Papworth has been promoted to the posi
tion of managing editor of The Journal of
Accountancy, and has assumed direct su
pervision over all publishing activities.

Mrs. Biruta Sesnan has been employed
as an assistant editor. A few other author
ized positions have not yet been filled be
cause of lack of office space. However,
the staff as a whole is now well organized,
turnover has been greatly reduced, and
the personnel problems of the war and
immediate postwar years have just about
been solved.
The scope of the Institute’s activities
continues to expand rapidly. Each success
ful achievement discloses opportunities
for more. Every useful service to mem
bers, to state societies, or to other cooper
ating organizations, creates demand for
more. The officers, committees and staff
derive deep satisfaction from meeting these
challenges and demands to the full extent
that available resources permit.
The Institute is now engaged in active
and constructive work in almost every area
of interest to certified public accountants
as a whole. This work will be described
at length in reports submitted to council,
but it is impressive merely to mention the
topical headings of the more important
fields of activity: ethics, examination, re
search, accounting and auditing proce
dure, publications, public relations, tax
practice and taxation, state and federal
legislation, education, selection of person
nel, state society services, services to mem
bers, library, bureau of information, rela
tions with SEC, bankers, credit men, stock
exchanges, and bar associations, govern
ment accounting, annual and regional
meetings. The list could be extended.
In addition is all the work necessary to
maintain a sound and efficient organiza
tion: general administration, membership
development, admissions, personnel, ac
counting, purchasing, office services, and
housing.
To this work as a whole the officers and
hundreds of committee members devote
prodigious amounts of time and energy.
At professional rates this volunteer effort
represents an investment of staggering
proportions.
The availability of competent staff assis
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tants, including specialists in every type
of activity, enables the officers and com
mittees to spend their time where it will do
the most good, and relieves them of much
of the research, investigation, drafting,
correspondence, organization, and admin
istrative problems which would otherwise
make their burdens intolerable.
It is difficult to say in a few words just
what six months of Institute work adds up
to. Statistics of production, sales, circula
tion, advertising, mailing, releases, appli
cations, and admissions, are all at record
highs but in themselves they are of limited
significance. Perhaps the whole effort can
best be measured in terms of public atten
tion and respect. On this scale it may be
said that Institute activities of the past six
months have brought favorable references
to the accounting profession in Time,
Fortune, Newsweek, Business Week, The
Wall Street Journal, New York Times,
and scores of other newspapers, as well as
over many radio stations. Tens of thou
sands of Institute publications have been
read by business executives, government
officials, bankers, teachers, students, and
others. The accounting profession has been
brought forcefully and favorably to the
attention of scores of Congressmen, state
legislators, editors, lawyers, judges, asso
ciation executives, and others. The conclu
sion is inescapable that the prestige and
influence of certified public accountants as
a group have been increased as a result.
The conclusion is also inescapable, how
ever, that the problems of the future—and
the opportunities—will be much greater
than those of past or present.
If a graphic curve tracing the growth
in number of certified public accountants
in the past 20 years is projected forward

57

another 20 years, it indicates that there may
be at least 60,000 to 70,000 certified public
accountants. The Institute may expect to
have 40,000 members. What does this mean
in terms of organization, administration,
coordination, relations between national
and state organizations, membership rela
tions, chapters, sections, field secretaries,
meetings ?
What kind of a profession do we want
accounting to be in 1970 ? What would be
the ideal relation between lawyers and
certified public accountants in tax prac
tice ? What would be the ideal relationship
between certified and non-certified ac
countants? To what professional stature
should accounting aspire, and what does
this mean in terms of raising ethical and
educational standards, and of recruiting,
placement, and training of personnel ?
How will the confidence of the public be
maintained and strengthened? What does
this mean in terms of concepts of income,
accounting and auditing standards, clari
fication of auditors’ reports, assumption of
greater responsibilities ? What does it mean
in terms of relations with businessmen,
stockholders, taxpayers, labor unions, the
federal government—the public as a whole ?
These questions and dozens of others
need consideration if intelligent planning
is to be attempted if the future is not to be
left entirely to trial and error.
Tentative answers to these questions will
indicate, in some measure at least, how
high the Institute should set its sights, and
how it may administer its resources to best
advantage.
Respectfully submitted,

John L. Carey, Executive Director
April 18, 1949

Report of the Executive Committee
To the Council of the
American Institute of Accountants :
Gentlemen : The executive committee
has had five meetings since its election at
Chicago last September. Copies of the min
utes of each meeting, with the exception
of the two most recent ones, have been
sent to all members of the council. It seems
unnecessary therefore to extend the pres
ent report by restating all matters with
which the executive committee has dealt.
This report, therefore, will be confined
to discussion of more important problems
and matters which require the attention
of council at this time.

Tax Practice
One of the principal problems before
the executive committee this year is one
which has many aspects—the status of the
accounting profession in the field of tax
practice, which involves its relations with
the organized bar, with the Treasury De
partment and the Bureau of Internal Reve
nue, with the Congress and the courts. It
was evident at the beginning of the current
year that the Institute would have to deal
with Congressional bills which would have
a bearing on the practice of certified pub
lic accountants before administrative
agencies, and before the Tax Court. Ac
tions by unauthorized practice committees
of local bar associations against account
ants were pending in the courts of New
York and Minnesota. The attitude of the
Treasury Department and Bureau on pro
posals to restrict the preparation of income
tax returns and other aspects of tax prac
tice was not clear. The National Confer
ence of Lawyers and Certified Public Ac
countants had ceased to function, and there
was no official continuing contact between
the American Bar Association and the In
stitute. Obviously, all these problems were
interrelated.

Formulation of policy and plans for
action began at the executive committee
meeting November 22nd, and has contin
ued throughout the year, with considerable
correspondence between meetings of the
executive committee.
Various aspects of these problems were
of interest to different committees of the
Institute, principally the committees on
federal taxation and relations with the bar,
but in order to facilitate coordination and
permit prompt action in emergencies, the
executive committee authorized the presi
dent to form a “Task Force,” the five mem
bers consisting of the chairmen of these
two committees, and three other members
of the executive committee. A full report
of the activities of the “Task Force” and
the present position of the accounting pro
fession in tax practice on all fronts will
be submitted by the president at this meet
ing.

Headquarters Space
In view of the early expiration of the
Institute’s lease of its present headquarters
offices, it seemed desirable that if possible
the executive committee find a satisfactory
building to accommodate the headquarters
staff this year. The staff has considered
more than 30 proposals for the purchase or
lease of office space, the most attractive of
which have been studied by the president,
the chairman of the committee on office
space, Mr. Samuel D. Leidesdorf, and the
executive committee. In December a ques
tionnaire was sent to all members of the
council asking their views on a number of
questions related to the problem, princi
pally the question whether to buy or rent.
The returns indicated a preponderant opin
ion against the purchase of a building at
this time. Attention was thereafter con
centrated on desirable rental proposals.
Late in March an attractive proposition
was received, involving an 11-year lease
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of two floors of a highly desirable build
ing at the corner of Madison Avenue and
39th Street, New York. The aggregate
amount of space is 26,000 feet. The imme
diate requirements of the Institute are
from 16,000 to 18,000 square feet, depend
ing on whether grading of the examina
tion papers is done on the Institute’s prem
ises. Our advisers assure us that unused
space could be sublet without difficulty for
at least as much as the Institute paid for it.
This arrangement would leave ample
room for Institute expansion in the next
10 years.
The asking price was $3.50 a square foot,
which is a fair current price for space of
this character in the neighborhood. Largely
through Mr. Leidesdorf’s assistance, the
owners were induced to reduce the price
to $3.18 a square foot. In addition, specific
concessions were made by the prospective
landlords to compensate the Institute for
the cost of partitioning, lighting, air in
take, and other occupancy costs up to
$62,000, $30,000 in cash, and rent rebates
aggregating $32,000. In addition, the pres
ent landlords, as an inducement to the
Institute to relinquish the space it now
occupies, agreed to compensate the Insti
tute for the difference between the present
and new rental for the remaining period
of the existing lease of the amount of
space now occupied, and moving costs up
to $5,000, a total of $42,000. The net re
sult will be that the Institute will have
excellent efficient working space for the
next 11 years, which it will be able to
move into at practically no cost except pos
sibly for additional furnishings, which
will be required eventually in any case, at
a net annual rental of about $50,000 per
annum, more or less, depending on the
price at which it can sublet space not
needed for its own purposes. This is an
increase of $30,000 per annum over the
present annual rental contracted for in
1938, but provides for approximately 2,000
additional square feet, which is urgently
needed to relieve the present congestion.
Before making a decision, the executive
committee carefully considered sugges
tions that had been made that the Institute
move its headquarters to another city, or
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to a less expensive neighborhood or build
ing.
It was the unanimous view of the execu
tive committee that it would not be de
sirable within the next 10 years at least
to remove the Institute’s headquarters
office from New York. Not only are ap
proximately 25 per cent of the certified
public accountants of the country resident
in New York, but the principal contacts
with the national organizations of bankers
and credit men, the New York Stock Ex
change, and many other business and
financial organizations are in that city.
While officers and committees have had
to spend a great deal of time in Washing
ton, the moving of headquarters to that
city would require more time and expense
in traveling to New York than is now ex
pended in reverse. A major consideration
in moving headquarters would be the
breakup of the trained staff which has
taken years to develop.
It was also the unanimous view of the
executive committee that the prestige and
influence which the Institute has attained,
and the importance of the operations which
it has undertaken, should not be impaired
or minimized by situating its headquarters
offices in a neighborhood or a building
which would be inferior to those of repu
table business or financial concerns or
other non-profit associations of similar
character, such as the American Bankers
Association.
The executive committee concluded that
there was little likelihood in the immediate
future of making a more satisfactory ar
rangement than the one proposed. It was
felt that the net rental was reasonable in
relation to the Institute’s income, and cur
rent and prospective real estate prices.
The executive committee accordingly
authorized the president to execute the
lease for the new quarters on the terms
indicated, which was signed on April 21,
1949. Occupancy will take place July 1,
1949.

Supplementary Financing

In March the executive committee sent
to all members of council a suggested plan
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of supplementary financing, to permit more
rapid expansion of useful activities of the
Institute than would be possible otherwise.
A number of extremely interesting replies
were received from members of the coun
cil and have been carefully considered. In
summary, 48 members of council re
sponded, of whom 27 approved the pro
posal that public accounting firms, of
which one or more members of the Insti
tute are partners, be requested to make
annual voluntary contributions to the
American Institute of Accountants Foun
dation in amounts not to exceed $3 for
each staff accountant and partner in a
firm. Fourteen approved the proposal with
qualifications, and 7 expressed disapproval.
In view of this response, and as a result of
further discussion of the matter, the exec
utive committee resolved to present the
plan to the council at its meeting at Ashe
ville, with the recommendation that it be
approved.
A few preliminary comments are in
order. The executive committee believes
that all the present activities of the Insti
tute are useful to the accounting profes
sion and contribute to its growth and fu
ture opportunities. All current projects
have been approved by the council before
they were undertaken. Other projects
which have not been successful have been
dropped. The executive committee would
not recommend the discontinuance of any
of those now in operation.
The committee on budget and finance,
at the executive committee’s request, has
reviewed the costs of each of the separate
projects and operations of the Institute
organization. It has expressed the view,
after consulting the auditors and review
ing the allocation of duties among the pres
ent staff, and the salary schedules, that
the current work is being conducted effi
ciently and economically, without any ap
parent waste or fruitless effort.
The present proposal for supplementary
financing is in no sense a passing of the
hat to make up a deficit. There is no deficit.
Of the estimated gross consolidated in
come for the current year of $814,000,
only $320,000, or less than half, will be de
rived from membership dues. The balance

is income earned by the activities of the
organization, mainly sales of magazines
and other publications to non-members,
payments by state boards of accountancy
for the examination service, and income
from investments amounting to some
$16,000.
In the opinion of the executive commit
tee, the present position of the profession
suggests that much work should be done
earlier than gradual increases in revenues
will permit, particularly in the fields of
tax practice, relations with public account
ants and state legislation, state society
service, service to smaller practitioners,
education, and public relations. The re
sults which have already been achieved in
these fields of activity warrant the belief
that additional investment to expand the
work will pay good dividends. Outside of
questions whether there is a real need for
additional funds, whether present funds
available are being expended to best ad
vantage, or whether the precise amount
being requested is too much or too little,
the principal objection to the proposed
plan has been that larger accounting firms
will be the principal contributors and
therefore will have an undue amount of
influence upon the manner in which the
funds are to be expended. The executive
committee believes there is no basis for
this objection. The suggested schedule of
voluntary contributions ($3 for each staff
accountant or partner in the public ac
counting organization) provides a basis
on which every organization represented
in the membership may contribute a fair
proportionate share of the total. If the
membership as a whole responds to the
appeal, estimates indicate that the total of
contributions from smaller and medium
sized firms will far outweigh contributions
of the larger ones. The reasoning which
led to the suggestion that firms rather than
individual members be requested to make
contributions is that many of the activities
of the Institute which protect the present
practice of accounting firms, or tend to
increase their opportunities for service
through minimizing criticism and increas
ing prestige, are of more immediate benefit
to the partners of such firms than to staff
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accountants, teachers, and members em
ployed by private corporations or govern
ment agencies.
In passing, it may be mentioned that
dues or contributions scaled according to
the size or volume of business of member
organizations are a common source of
operating revenues of non-profit associa
tions. Therefore, the executive committee
recommends that the council authorize the
president of the Institute to seek contri
butions in amounts equal to $3 for each
accountant in the public accounting or
ganizations represented in the member
ship of the Institute. A revised form of
appeal to such organizations has been pre
pared in the light of comments and criti
cisms of council members in response to
the early draft. The revised draft will be
read to the council as a basis for discus
sion. However, it is recommended that the
presentation of this letter, and action on
the foregoing recommendation, be deferred
until the council has heard the reports of
officers and committees, which will remind
the council of the scope of the present
activities and afford some basis for judg
ing the desirability of expanding them.
Technical Committees
At the council meeting last fall, the
executive committee was instructed to re
consider the basic organization question
of the issuance of pronouncements by
technical committees of the Institute, and
to report fully at the spring, 1949, council
meeting. In accordance with a resolution
of the executive committee, the president
appointed a subcommittee to investigate
the matter and present a preliminary re
port, which has been approved with some
modifications. Copies of the report, which
will be presented as a supplement to this
report, have been sent to members of the
council, and the executive committee will
recommend to council that it be adopted
as the governing policy in this area.
Membership

Membership of the Institute as of Sep
tember 1, 1948, was 12,247. Losses during

the current year have been as follows:
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Deaths ...........................
78
Resignations .................
Dropped for non-payment
92
of dues .......................
Total losses............
37
Reinstated .....................
New admissions............ 1,046
Total increases ....
Membership at April
1, 1949 .......................
Net gain.................

229
1,083

13,101
854

The dues of 12 members were waived
under the provisions of Article III, Sec
tion 2, of the by-laws. The executive com
mittee has advanced from its appropria
tion the dues of 103 members who had not
made payment within the allowed period
but who the Institute had reason to believe
did not desire to relinquish their member
ship. It is expected that the amount so
advanced will be repaid.
Report of the deaths of the following
members have been received:
Lee F. Allman
W. Kendall Avery
Karl B. Axt
Herman A. Berg
M. J. Boedeker
G. Carmichael
Donald F. Carroll
Edward D. Caskey
E. N. Christenson
William L. Clark
Louis M. Cohen
John R. Dillion
Jack Curtiss Doman
Philip H. Donovan
C. I. Drayton, Sr.
J. W. Essman
Morris Fink
Will Alvin Forward
Henry E. Gooding
James B. Greaney
Leon H. Grobe
Edward J. Hahn
John Lewis Harvey
Eugene C. Hodges
A. M. Hollaman
Robert L. Holland
P. W. Hutchings

Edward C. Jones
Frederick Kirkbride
William P. Landon
W. B. Lawrence
Henry D. Love
Guy V. W. Lyman
Wm. J. MacIntyre
John Brown Macnab
T. M. Mashburn, Jr.
H. R. McConnell, Jr.
J. W. McCullough
Leslie Jaynes Meyer
Irving Milchman
P. M. Osborne
P. S. Page
James C. Park
John M. Peterson
Arthur C. Rogers
Ross Chas. Rodgers
F. L. Sanford
Charles P. Sawyer
Cecil B. Smeeton
David Smith
F. Hopkinson Smith
Robert E. Staunton
A. D. Strandberg
John E. Sturm
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Bernard H. Voelker Frederic Worfolk
Benj. H. Whittaker Fred A. Wright
Seldon M. Wilson

the election by mail ballot of Alexander
Eulenberg of Illinois, as a member of the
board of examiners to fill the vacancy cre
ated by the resignation of J. William Hope.

A. P. Richardson
A. P. Richardson, former secretary of
the American Institute of Accountants,
in which capacity he served for 25 years,
and former editor of The Journal of Ac
countancy, died on January 8, 1949, at the
age of 73. The executive committee adopted
a resolution recording its regret and ex
tending its sympathies to Mrs. Richard
son. The council may wish to record its
recognition of Mr. Richardson’s services
to the profession.

International Congress

The executive committee has received
a report that the British accounting so
cieties have formed a committee to plan
for an International Congress on Account
ing to be held in London in 1951.

Council Meetings
The executive committee resolved that
the 1950 meeting be held at the Greenbrier,
White Sulphur Springs, West Virginia,
April 17, 18, 19, and 20, and that the 1951
meeting be held at the Broadmoor, Colo
rado Springs, Colorado, May 7, 8, 9, 10,
and 11.

Committee on Admissions

The executive committee requests ap
proval at this meeting, for the record, of
the election by the council by mail ballot
of the new committee on admissions, as
recommended by the executive committee,
as follows:
For three years:
Maurice E. Peloubet, New York
Donald M. Russell, Michigan
For two years:
Clem W. Collins, Colorado
Simon Loeb, New York
For one year:
J. William Hope, Connecticut
It is also requested that council approve

Educational Director

The executive committee approved the
appointment of Robert L. Kane, Jr., as edu
cational director of the Institute, to begin
work in June, 1949.

Admission to the Institute of
Applicants Who Obtained CPA
Certificates Otherwise Than by the
Regular Written Examination
The executive committee received from
the new committee on admissions a re
quest for advice on the policy with respect
to admission to the Institute of applicants
who had received CPA certificates other
wise than by the regular written examina
tion. The president of the Institute ap
pointed a subcommittee to review the
matter, whose report was received at the
executive committee meeting April 11th.
The executive committee approved the re
port, but resolved that it be submitted to
council for consideration in order that the
committee on admissions might have a
fully authoritative answer to this impor
tant question of policy. Copies of the sub
committee report were mailed to all mem
bers of council in advance of this meeting,
and the executive committee requests the
approval of the council on the conclusions
reached therein.

Trial Board
The executive committee suggests the
election of the following as members of
the trial board for a term of three years,
beginning May 1, 1949:
Robert L. Chesnutt, Illinois
Roy C. Comer, Washington
M. C. Conick, Pennsylvania
Walter G. Draewell, California
Russell C. Harrington, Rhode Island
John C. Martin, Ohio
John A. Peyroux, Jr., Louisiana
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Year Book
At the council meeting at Asheville in
May, 1948, the council approved a recom
mendation of the executive committee that
the year book of the Institute be published
only once every two years in order to save
expense. With the growth in membership
of the Institute, and the addition of a geo
graphical list of firms, the estimated cost
of producing the book this year would be
$21,412.75. There is some question, how
ever, whether the membership will be en
tirely satisfied with the appearance of a
membership directory only every other
year. As many as 1,500 new members may
be admitted during the current fiscal year,
and under the present plan a new member’s
name might not appear in any official list
for a full year or more after his election.
The staff has suggested a plan under
which the year book in its old form might
be dispensed with entirely and a member
ship directory might be published annually
without undue expense. The plan is that
each member be provided with a post
binder, appropriately inscribed, in which
may be inserted an annual membership list
in pamphlet form, punched to fit the binder,
and also reports submitted to the council,
as published in pamphlet form, following
each meeting, lists of officers and commit
tees in pamphlet form published following
each annual meeting, by-laws and rules of
professional conduct in pamphlet form to
be republished only when changes were
made.
The cost of this new procedure in the
first year in which binders would have to
be provided would be approximately
$27,000, or $6,000 more than the produc
tion of the year book, but in each subse
quent year it is estimated the cost of pro
viding necessary new material to keep the
binder current would be only $14,000 as
compared with an annual publication cost
of the year book of $21,000. Some mem
bers of the executive committee have sug
gested that even under the new plan the
full directory of members need be pub
lished only once every two years, with
perhaps a supplementary list or an alpha
betical or geographical list of members
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only in the intervening years. There is a
difference of opinion as to the desirability
of this procedure. The matter is referred
to the council for consideration and action.

Election of Auditors
The executive committee recommends
for election as auditors of the Institute
for the current fiscal year the accounting
firm of Franke, Hannon & Withey of New
York. Under the by-laws the council is re
quired to elect auditors for the current
year at the spring meeting of council. The
previous auditors for the past three years,
Alexander Grant & Company, have re
quested to be relieved because of the elec
tion of one of the partners, Maurice H.
Stans, as a member of the executive com
mittee of the Institute.
Distribution of Publications

The executive committee has received
from the staff a report of the distribution
of miscellaneous publications of the Insti
tute, which is so impressive as to be worthy
of special mention to the council. These
publications include accounting research
bulletins, statements on auditing proce
dure, case studies in auditing procedure,
examination questions, annual meeting
papers, public information pamphlets, and
books published by the Institute or the
Publishing Company, but does not take
into account The Journal of Accountancy
or The Certified Public Accountant. Alto
gether there are 30 items on the list. Dur
ing the current year more than 133,000
copies of these publications have been dis
tributed to members and others free of
charge. More than 486,000 copies have
been sold, the receipts from such sales be
ing $105,131. In addition, over 263,000
copies of the standard bank confirmation
form have been sold, bringing in receipts
of more than $5,000. The principal con
tributors to this wide distribution and sale
during the current year have been the state
ment on “Internal Control,” produced by
the committee on auditing procedure, and
accounting research bulletins and state
ments on auditing procedure, public in
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formation pamphlets—“How to read an
annual report,” "Why CPA standards are
important to you,” “Please check your
account.” While the numbers are not so
impressive, substantial revenues have also
been derived from sales of the Account
ants' Index, examination questions and
unofficial answers, and “Accounting T rends
in Corporate Reports.”

been discussed and dealt with by the exec
utive committee. Many of them, however,
deal with routine administration of the
Institute, minor questions on projects not
yet completed, and seem to require no
special comment at this time.

Conclusion

John L. Carey, Executive Director

A great variety of other matters have

Respectively submitted,

Percival F. Brundage, President

May 1, 1949

Subcommittee of the Executive Committee
on the Technical Committees
To the Council of the
American Institute of Accountants :

Gentlemen : This subcommittee was
appointed by the president pursuant to a
resolution of council at its meeting Sep
tember 23, 1948, that the basic organiza
tion question of the issuance of pronounce
ments by committees of the Institute be
referred to the executive committee with
instructions to report fully on the matter
at the spring 1949 council meeting.
The only committees which have or may
have authority to issue technical pro
nouncements appear to be the committee
on accounting procedure, the committee
on auditing procedure, and the income
study group. The position of the latter is
not clear but it is included in this report
partly because the president at the council
meeting asked that the resolution be broad
ened to include it, and partly because our
subcommittee believes its position also
should be clarified.
Committee on Accounting
Procedure

Your subcommittee has directed its first
attention to the committee on accounting
procedure. We have reviewed the reso

lutions of the council and of the executive
committee at the various meetings in which
authority was granted to the committee,
or its activities were approved or limited,
or its organization fixed. We have consid
ered the rules established by the commit
tee for its own guidance as well as its
body of practice which may be said to
constitute its unwritten rules. We are fa
miliar with and have considered the events
immediately prior to and leading up to the
council meeting in September, 1948. We
have written to a number of representa
tive accountants in various parts of the
country, and have noted written comments
received from others. The testing of opin
ion by letter was not extensive and was not
intended to be a complete testing of pro
fessional accountants. Our report, accord
ingly, represents our own opinion rather
than a consensus.
Our subcommittee believes that there
should be no basic change in the authority
granted to the committee. We do believe,
however, that it is advisable to review
herein the present committee structure and
rules, unwritten and written, imposed by
council or self-imposed by the committee.
These constitute the current “charter” of
the committee. We propose also to review and
express our opinion upon the points which

Subcommittee on Technical Committees
have been raised in our considerations.
The committee has authority to issue
pronouncements. This authority has been
considered and reaffirmed in various ex
plicit and implicit actions at dates subse
quent to the original grant. At such times,
the rules of the committee and the limita
tions on its authority were known and
considered, so that certain rules of the
committee appear to be just as binding as
if included in the original grant of au
thority. These are:
1. A requirement that bulletins or pro
nouncements cannot be issued without ap
proval of two-thirds of the committee.
2. A position that bulletins shall not be
retroactive.
3. A disclaimer of any authority beyond
that of the committee itself and the strength
of its own reasoning.
4. Bulletins shall disclose the names of
dissenting members and, when requested
by them, carry brief explanation of such
dissents.
5. There is to be maximum exposure
possible and practicable in the circum
stances of the thinking of the committee
prior to final committee action and the
issuance of a bulletin, but the amount of
such exposure that is practicable in the
circumstances is in the discretion of the
committee. This rule does not require or
even imply that the bulletins need to be
approved by other organizations or by state
societies or by council or by membership
or otherwise.
6. Effort is to be made to complete ac
counting research bulletins in the summer
so that they might be issued in the fall
when they would be most useful to the
membership.
7. While not a rule of the committee,
it nevertheless was enunciated at the au
thorization of the committee that its mem
bership should be large (21 members),
representative of all sections of the coun
try, of all types of accounting firms, and
of teachers of accounting. That general
structure has been adhered to, and it is
believed it should continue to be the basis
of the appointment of the committee.
8. There has grown up a precedent for
giving a chairman an opportunity to serve
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more than one year in order to provide
continuity, but, fortuitously or otherwise,
the appointments have never run beyond
three years. This limitation should be
continued.
9. Turnover in the committee has been
held down deliberately because it was be
lieved necessary to permit new members
to orient themselves and familiarize them
selves with the efforts of the committee,
and one year is hardly long enough for
that need. Nevertheless, there should be
a policy of bringing in new members to the
committees each year. A corps of seasoned
veterans is necessary to the functioning
of the committee provided these do not
come to dominate the committee. History
shows that the seasoned members disagree
among themselves and that danger of dom
ination is remote. Continual rotation of
geographical members has proved bene
ficial to the profession.
10. A strong research staff has been
developed and has been a prominent factor
in the work of the committee. The mainte
nance of such a staff should be consid
ered as a necessary part of the committee’s
charter.
With the foregoing background your
subcommittee considered suggestions that
have been made for additional restrictions
or basic changes. No one of these appears
to have numerous supporters, and some
are counterbalanced by specific opposite
comments or suggestions. The principal
suggestions follow:
1. Should the pronouncements or bulle
tins require the approval of a supercom
mittee such as the executive committee,
or the council, or the membership? The
authority of the committee has been con
sidered more than once by the executive
committee or the council and each time
the committee’s status has been over
whelmingly approved. The reasons against
changing the committee’s status appear to
us to be quite convincing. First, it would
be difficult, if not impossible, to get a top
group men to work as it is necessary to
work on this committee if their conclu
sions were to be issued only after approval
by some other, and perhaps less qualified,
group. There is at present no other group
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adequately set up to pass upon such pro
nouncements. The executive committee,
for instance, is and should be selected for
ability in over-all direction of Institute
policies and administration. The council
today consists of a large number of men,
many of whom are members ex-officio, and
its members could not be expected to take
the time to inform themselves adequately
on the subject matter of bulletins. Ap
proval by vote of the Institute membership
seems even more impracticable.
Another phase of the same problem is
whether there should be advance approval
by state societies before bulletins are is
sued. Most societies would not want such
responsibility and not many would assume
it seriously. If it would be difficult to in
form council members, how much more
difficult would it be to inform adequately
members of the state societies on the prob
lems inherent in decisions upon committee
bulletins. Perhaps most of the state so
cieties are not so organized as to be able
to discharge such a responsibility, nor do
some of them meet frequently enough to
deal with it. (See, however, the discussion
about advance disclosure.)
It is interesting to note that the sugges
tion for approval by a higher authority
comes not only from those who believe
the committee has too much authority, is
occasionally high-handed, and who believe
that a requirement for approval would cut
down committee activity and reduce its
importance, but the same suggestion comes
also from those who believe the committee
does not have enough authority and that
approval by an official body of the Insti
tute would force compliance with such
bulletins.
We believe the present situation consti
tutes a satisfactory middle ground and it
is our conclusion that requirements for
super approval would so restrict the issue
of bulletins as to impede seriously the
progress of accounting principles away
from the Institute to other groups.
2. Are the members adequately advised
about bulletins in advance? The desirabil
ity of advance notice of committee activi
ties is well recognized in the committee.
It has, by articles, by notes in The Journal,

by its committee reports and by speeches
of members, told of the problems which
are before the committee. In most cases
it submits a preliminary draft bulletin, not
yet voted upon, to various organizations,
including the state societies, for comment.
It asks in many ways for comment on
projects before the committee or on draft
bulletins. It has tried pro-and-con presen
tations, but some of these proved more
confusing than helpful. There have been
research memos on many subjects. It is
the experience of the committee that the
comments which have been elicited by ad
vance disclosure of draft bulletins have
seldom presented valid arguments not al
ready considered by the committee. We
recommend that the committee on account
ing procedure should continue its efforts
to expose its projects, its thinking, and
its drafts of proposed bulletins.
3. Some criticism is voiced that the
committee issues too many bulletins or too
few bulletins. Some also that the commit
tee is too arrogant or too wishy-washy.
These points of view do not appear to be
widely held and appear to balance each
other out. Some other criticism is made
on the conclusions the committee has
reached on individual bulletins. All of
these criticisms are primarily criticisms of
the way in which the committee is func
tioning. If at any time it should become
apparent that the committee is not repre
sentative, then the remedy lies not in new
rules at this time but in the ability of the
president of the Institute to name a new
committee chairman and new members of
the committee.
4. Timing. This has been a recurring
problem. The executive committee in 1946
asked that releases not be made at the end
of the calendar year, but that they be
issued in the fall when they would be most
useful to members and their clients. The
committee has accepted this as desirable,
but no rigid rule to that effect was put
into effect, nor was one believed to be
necessary.
The practical operating difficulties have
been such, however, that for each year
since that date some bulletins have been
issued in October and November, and one
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(in 1947) in December. That has resulted and pressing problems have not been ap
in the issuance by an outgoing committee parent until there is a scrutiny of annual
of a bulletin dated after the beginning of reports available in the spring of a year.
the new administration and the appoint Some bulletins, too, are suggested defini
ment of the new committee. Generally tions, or are on points on which there is
speaking, the bulletins were issued early not widespread interest or controversy.
enough, or the position of the committee
Our subcommittee suggests that the
was known early enough, to be timely for committee be appointed immediately after
the use of the profession in planning the the election of the new president, by tele
treatment of problems at the year end clos graph if necessary, and that the organi
ings, and thus be in accord with the de zation and planning meeting be held within
sirable procedure and timing mentioned a few days after the annual meeting. This
above.
would be helpful in utilizing the fall
In 1948, however, a most unusual set months for committee activity. Emphasis
of circumstances concentrated attention should be placed on an attempt to obtain
on the timing of bulletins, this time in rela committee action in June rather than Sep
tion to the annual meetings. While it is tember. Emphasis should also be placed
the opinion of our subcommittee that the on cutting down the time between final
circumstances of that case were so un committee approval and actual publica
usual that it does not need study for itself, tion. Such emphasis might make action at
that case has pointed up the problems of a September meeting satisfactory in years
earlier release and the issuance of bulle when the annual meeting takes place in
tins by an outgoing committee after the November, but not satisfactory in those
cases when the annual meeting is in Sep
new one has been appointed.
Our subcommittee does not believe it to tember. We suggest this to the committee,
be advisable to prohibit the publication of but believe no rigid restrictions or con
bulletins by the outgoing committee after trols in this respect are desirable.
We suggest also that more information
the annual meeting, provided all necessary
committee action has been taken before that be included in The Journal as to the com
time, and nothing remains but the readying mittee reports and activities.
5. Press Releases. There has been ob
of the bulletin for printing in the area
within the powers of the chairman, such jection to the use of a press release in
as working out the wording of any dissents. advance of the mailing of the bulletins.
We believe that the program of the annual There seemed to be adequate reasons for
meeting should provide a session wherein such action this year, particularly since
the committee can report fully on any po no new position was being taken. Never
sitions agreed upon, but not published, theless, while it seems unwise to us to ask
and present other problems that are before that prior press releases be banned, it is
pertinent to commend the decision of the
the committee.
Our subcommittee, however, does be committee to issue press releases only after
lieve it to be desirable to relate the work the mailing of a bulletin, and to suggest
of the committee more closely to the fiscal that any departures from that practice
year of the Institute than has been the have the approval of the president.
In summary, we believe that with the
case. This is a matter of emphasis and of
administrative procedure, rather than rule. essential codification of rules and prac
It is complicated by the fact that the an tices into a charter as herein stated, and
nual meeting of the Institute may be held with emphasis on certain difficulties and
as early as September 20th, or as late as dangers inherent in the latitude that must
November 4th. It is complicated also by be given the committee, as herein pointed
the necessity of exposing the thinking of out, the activity of the committee can be
the committee to state societies and to other continued, with the thanks of the entire
organizations, by the busy season, and by profession for the unstinted service which
the fact that some of the most important has been given.
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Committee on Auditing Procedure

This committee has a grant of authority
similar to that given to the committee on
accounting procedure, though it was given
some years later. Its work on the whole
has been to prepare and issue studies of
various kinds that have not been contro
versial. Its Bulletins 23 and 24 were pro
nouncements rather than studies, and these
have provoked much comment and consid
erable objection. Bulletin 23 changed a
position previously approved by vote of
the membership, and, accordingly, needed
to be referred to membership. Its difficult
progress, and the necessity for very ex
tensive education adequately demonstrates
the problem of getting an informed and
critical membership vote on a technical
matter.
Also, because of the nature of its re
leases, it had not exposed its thinking in
advance. With Bulletins 23 and 24 this
was necessary, and was done.
It is suggested that the "charter” of the
committee on accounting procedure be
adopted for the committee on auditing pro
cedure where and when applicable.
income Study Group
This group in many respects is not simi
lar to the other two committees dealt with,
but it is at least a quasi-institute commit
tee and its position needs clarification and
perhaps a charter.
This activity is being carried on under
a grant by the council of the American
Institute of Accountants, anticipated at
the time to cover a three-year period. A
supplemental grant was made in connec
tion with the study which was to be car
ried on under the responsibility of the
American Institute of Accountants. Un
der both grants it would appear that the
Institute has the primary responsibility
to see that the study is properly conducted.
Its field of work was stated in the origi
nal grant by council and subsequently re
stated in the report of Mr. Brundage,
chairman of the income study group, at
the spring meeting of council in 1948. This
definition of activity was approved unani

mously by council upon the assurance of
the chairman that it would not be working
at cross purposes with or conflict with the
committee on accounting procedure.
Mr. Percival Brundage was appointed
first chairman of this group. He selected
the first members of the study group and
has continued to add to the membership as
leaders in the respective fields of thought
were available and willing to take mem
bership. Inasmuch as the committee was
formed to undertake a specific task, this
method of appointment seems entirely
sound. There seems to be no reason to
require an annual reappointment of the
committee.
It was anticipated originally that the
project would be a three-year one, and it
was implicit in the appointment of the
chairman that he would act for that period.
It now appears that the activity may ex
tend longer than the three-year period
without need for any additional funds, and
it would seem appropriate to suggest that
the chairman of this group be appointed
annually by the president of the Institute.
This is not to imply that the tenure of office
should be limited to one year. The chair
men of the committees on accounting and
auditing procedure have had extended
tenure, which in the case of the committee
on accounting procedure has been three
years for each chairman, and, in the case
of the chairman of the committee on audit
ing procedure, has run two or three years,
with one chairman holding office for four
years. On the other hand, the experience
of the other committees suggests that it
might be wiser not to continue any chair
man for more than three years.
The executive committee of the Ameri
can Institute of Accountants in December,
1947, considered the question of greater
integration of this committee into the In
stitute, and there was adopted at that time,
though not by official resolution, a policy
of having at least three members of the
Institute serve on the executive, or steer
ing committee, of that study group. These
at that time, were intended to include the
president of the Institute, the chairman of
the study group as appointed by the presi
dent of the Institute, and the chairman of
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the committee on accounting procedure. It
would seem reasonable to suggest that the
president of the Institute or the executive
committee indicate the representatives
which it wishes to serve as members of
that steering committee. The executive or
steering committee of the group has con
sisted of representatives of the various
different kinds of thought and has appar
ently been a somewhat informal body. It is
suggested that this might be more formal,
so that it can act for the group where the
wide diversity of interests and activity of
the full group would make group action
difficult. The Institute should not require
that its representatives be in a position to
dominate the decisions of the executive or
steering committee. They should be in the
minority. The present status, with three
out of seven, would seem to be adequate.
A report of the activity of the committee
and its finances should be made at periodi
cal intervals to the Institute.
The group must have authority to issue
either studies or findings and conclusions
on its own authority. It must be perfectly
free to authorize studies to be made and to
be published. It should never be forgotten
that the effort is a joint effort to explore
and to seek a solution of a difficult prob
lem and there must be preserved a parity of
all groups within the over-all activities.
Nevertheless, its own rules should have
some formality, as do those of the com
mittee on accounting procedure. It might
be desirable to state clearly the right of
the group or its steering committee to
authorize the publication of studies made
at the request of the group regardless of
concurrence of the group in the conclu
sions of such studies. It might also be
pertinent to emphasize the complete free
dom of any member of the group to deal
publicly with his views on any matter un
der discussion by the committee or related
thereto. On the other hand, there should be
some formalizing of procedure with re
spect to releases by the chairman of the
group or the research consultant with ad
vance approval by the steering committee
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under appropriate circumstances. In addi
tion, it is suggested that any releases which
purport to indicate group action should
have approval of two-thirds of the steering
or executive committee, and, in more impor
tant cases, two-thirds approval of the study
group. Your subcommittee suggests that
the income study group establish its own
working rules which can be considered its
charter and that the executive committee
of the Institute be advised thereof. We be
lieve this group to be embarked on the
study of an important problem.

Conclusion
Your subcommittee suggests that perhaps
the greatest assurance of the reasonable
ness of the activity of the various technical
committees is that the criticisms seem to be
somewhat balanced between those who
wish them to have less authority and those
who wish them to have more; between
those who think the committees are too
active and those who think they are not
active enough; between those who think
that bulletins have received too wide an
acceptance and those who think there is
too much lack of acceptance. We point out
that if these committees are to help account
ing move forward to meet changing needs
of the times, there will always be cases
where the change will be objected to by
many people. In our opinion, this need not
cause alarm.
It is the considered opinion of your sub
committee that the bulletins of the techni
cal committees have had an inestimably
important part in development of the pres
tige of the accounting profession over the
last 10 years.
Respectfully submitted,

George D. Bailey, Chairman

George E. Perrin
J. Harold Stewart

April 11, 1949

Subcommittee of the Executive Committee
Appointed to Consider the Institute's Policy with Respect
to Admission of Applicants for Membership Who Have Not

Passed a Written Examination for Their CPA Certificates

To the Council of the
American Institute of Accountants :

1. How the Question Has Arisen
Gentlemen : The newly created com
mittee on admissions requested the guid
ance of the executive committee and the
council as to the policy of the Institute with
respect to the admission of applicants who
have received CPA certificates without
written examination.
The president of the Institute appointed
the undersigned as a subcommittee of the
executive committee to make a prelimi
nary inquiry and report on this subject.
The report is to be considered at a meet
ing of the executive committee April 11,
1949, as a basis for discussion and possible
action by the executive committee, which
may wish to report its conclusions in turn
to the council.
The subcommittee met on March 16,
with the executive director and adminis
trative secretary of the Institute, and dis
cussed the subject at length. Its conclusions
are presented in this report.
2. Past Practice
The by-laws of the Institute provide
that applicants for admission shall have
passed an examination in accounting and
related subjects satisfactory to the com
mittee on admissions.
Formerly this provision has been ad
ministered by the board of examiners of
the Institute.
The board’s general policy has been to
consider each application in the light of
its own individual merits.
The present subcommittee is informed

that generally the board has required an
oral examination for admission to the In
stitute of certified public accountants who
obtained their CPA certificates under an
original waiver clause incorporated in the
first CPA law of their states or territories
(there is a presumption that such appli
cants would be of relatively advanced
years).
On some occasions the board has re
quired applicants to sit for the regular
written examination (the uniform CPA
examination) if they had obtained their
CPA certificates under a waiver provision
enacted as an amendment to their state
CPA law after it had been in existence for
some time.
On other occasions the board of ex
aminers has granted oral examinations to
applicants who received their CPA certifi
cates under waiver amendments after
enactment of the first CPA law in their
states. In these cases the board was ap
parently influenced by the fact that the
applicants had had long experience in pub
lic accounting and were highly recom
mended for admission.
In some states CPA certificates have
been granted at different times under
amendments to CPA laws by special ex
aminations, sometimes wholly or partly
oral, or on the basis of earlier written
examinations which the applicants had
passed for registration as public account
ants. In such circumstances, the board of
examiners of the Institute has endeavored
to evaluate the examination an applicant
for admission to the Institute had passed
for his CPA certificate. In some cases the
Institute board required no further ex
amination for admission to the Institute;
in other cases it required oral examination.
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3. The Present Situation

The new committee on admissions felt
it would be desirable to review this whole
matter in the light of present circum
stances It is well known that CPA stand
ards are under heavy attack in many states.
In recent years CPA certificates have been
issued to limited numbers of accountants
in several states either without an exami
nation, by special examination, or after
review of experience and other qualifica
tions by the state authorities. The ques
tion raised by the committee on admissions
is whether the Institute should continue to
deal with applicants for admission to the
Institute who have received their CPA
certificates in this manner, on the basis of
each case on its own individual merits, or
whether a uniform yardstick should be
devised to apply to all.
There would be some logical support for
the conclusion that all applicants for ad
mission to the Institute who had not passed
the uniform CPA examination, or an
equivalent written examination, for their
CPA certificate, should be required to
write the uniform examination for admis
sion to the Institute. Such a position, it
might be argued, would support CPA
standards and encourage state legislators
to maintain those standards, and would
clearly indicate the profession’s conviction
that a written examination is the only ade
quate test of professional qualification.
On the other hand, it might be argued
that the accounting profession is still in a
period of evolutionary development, that
certain state societies of certified public
accountants, in an effort to organize the
profession in their own states in a manner
which seems most desirable to them, may
support legislation which would result in
the issuance to persons of adequate ex
perience of some CPA certificates without
examination, or by oral or special exami
nation. A requirement by the Institute that
such persons pass the written uniform
CPA examination for admission to the
Institute would in effect exclude such per
sons from membership, with the result that
a minority of certain state societies would
be effectively barred from affiliation with
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the national organization. The desirability
of such a condition is questionable.
At the same time, it must be frankly
recognized that the oral examination, to
which the Institute has often resorted
in dealing with unusual cases, is an ex
tremely subjective instrument. It can be
very difficult or very easy, according to
the severity of the examiner. It is likely to
result in fairly extensive discussion of
subject-matter which the candidate knows,
but it does not always answer the question
whether he is sufficiently acquainted with
a wide range of subject-matter to warrant
his holding himself out as a qualified pro
fessional practitioner.
After consideration of all these aspects
of the problem, your present subcommittee
is of the opinion that the executive com
mittee or the council should suggest fairly
definite uniform standards for admission
to the Institute of certified public account
ants who have not passed the uniform
CPA examination or its equivalent.

4. Recommendations

We recommend in the first place that
such certified public accountants be re
quired to sit for the uniform examination
for admission to the Institute unless they
have had long and varied experience in the
general practice of public accounting at a
reasonably high level, and are highly rec
ommended by members of the Institute as
to professional standing and moral char
acter, and have been accepted for mem
bership in their own state societies.
In the case of certified public account
ants who do satisfy these requirements, we
recommend that the committee require a
special written examination instead of the
customary oral examination unless in the
opinion of the committee on admissions
an equivalent examination has been passed
by the candidate before he obtained his
CPA certificate within his own state. This
special examination should be of the socalled objective type, consisting of multiple
choice or “yes-or-no” questions, designed
to show whether or not the candidate is
sufficiently familiar with the subject-mat
ter usually covered in the uniform CPA
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examination. Such a special examination
would be predicated on the assumption that
the candidate had already satisfied the au
thorities of his own state as to his ability
to deal with the particular problems of
public accounting practice, without how
ever having passed the more exacting scru
tiny of fellow practitioners, and on the
assumption that he had reached an age at
which it would be difficult for him to pre
pare for and to write the uniform CPA
examination. The special examination,
therefore, would be one which could be
taken in comparatively short time, say two
hours, and in which by use of the objectivetype questions it would be possible to cover
a wide range of subject-matter in that time.
The passing grade should be fixed and
invariable.

5. Conclusion

It may be hoped that in the next 10 years
the need for any special examination of
this type will have vanished.
Meanwhile, however, your subcommit
tee believes that the oral examination, no
matter how conscientious an effort may be
made to administer it uniformly, is not an
adequate instrument for the purpose. The
results may vary widely and result in in
equities arising from too lenient or too
severe application to different individuals.
A fairly short practical, objective-type ex
amination in accounting, auditing, and
commercial law appears to be the best
available means of accomplishing what we
believe to be the Institute’s fundamental
purpose in considering applications for
admission to its membership of certified
public accountants who have not passed
written examinations.

Respectfully submitted,

This recommendation is frankly recog
nized as a compromise, designed to meet
unusual circumstances, to unify the pro
fession to the extent possible, and at the
same time not to relax the standards of the
Institute or encourage relaxation of the
standards for the CPA certificate itself.

J. William Hope, Chairman

William M. Black

Edward A. Kracke
April 11,1949

Committee on Membership
To the Council of the
American Institute of Accountants :
Gentlemen : The membership commit
tee is composed of 170 members spread
throughout 47 of the 48 states, and resid
ing in the principal cities of each of the
states. The chairman has addressed a let
ter to the members of the committee out
lining what he considered to be the duties
of the members. Briefly described these
were listed as follows:
To attend chapter meetings and become
acquainted with new CPAs, to let their fel
low accountants know that they are mem
bers of the committee and are able to
answer questions concerning eligibility,
fees, and dues, etc., and, to sell the Insti
tute to those CPAs who are unaware of
the splendid work it is doing.

A request was also made in this letter
for any specific ideas not now being used
to encourage well-qualified men to apply
for admission. It is expected that some
recommendations may be included in this
committee’s annual report.
You have been told earlier in this meet
ing that the membership of the Institute is
steadily growing and at March 31, 1949
had reached 13,101. This represents a gain
of 850 during the first seven months of the
Institute's fiscal year.
For the year beginning April 1, 1948,
and ending March 31, 1949, the member
ship has increased by 1,442 members,
partially from the 2,453 candidates who
received their CPA certificates during the
period, and partially from the 19,000 CPAs
in the United States who had not pre

Committee on Publications
viously applied for Institute membership.
One thousand one hundred and fifty-five
applications were received during these 12
months, compared to 971 for the compa
rable period of the prior year. We believe
we can safely conclude from these figures
that the Institute is continuing to reach
out and bring in a larger percentage of the
CPAs each year.
During the seven-months period the ad
ditions to our membership have come prin
cipally from (1) the mailing of a printed
circular describing the Institute’s activities
to 19,000 non-member CPAs, (2) the con
tinuing practice of mailing a congratula
ory letter to all new CPAs, and (3) the
mailing of a letter to all firms who already
had members in the Institute. This letter,
which was sent by the budget committee in
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the form of an inquiry asked how many
partners and staff members were already
members of the Institute. The letter has
produced very fruitful results, in that
1,800 application blanks were requested
and hundreds of new members were added
as a result thereof. A substantial number
of the applications have been completed
and returned to the Institute.
The committee believes that the nu
merical strength of the Institute will assist
us in our legislative and public relations
problems and requests all council members
and state society presidents to help us as
much as possible.

Respectfully submitted,
Clifton H. Morris, Chairman
April 29,1949

Committee on Publication
To the Council of the
American Institute of Accountants :

Gentlemen: This committee has con
tinued to act primarily as a policy-making
and advisory group with respect to The
Journal of Accountancy, leaving specific
editorial responsibility in the hands of the
editors. Not only is The Journal too large
an undertaking to be administered in any
other way, but also the soundness of the
existing arrangement and the competence
and general fitness of the editors and their
staff are evidenced by the fact that The
Journal has retained and consolidated its
position as the leading publication in its
field.
Circulation on March 31, 1949, was ap
proximately 52,500, compared with 47,500
a year ago, and 38,500 two years ago. Ad
vertising revenue for the seven months
ended March 31, 1949, amounted to
$59,000. The comparable figures one and
two years ago were $47,500 and $35,000
respectively. Increases in circulation reve
nue reflect both higher rates and the larger
number of copies sold. While these meas

urable facts testify to the success of the
publication, it is even more gratifying that
all reports indicate continually growing
reader interest and approval.
As reported to you a year ago, costs
have increased, but the committee has re
cently been informed that substantial re
ductions, possibly aggregating $20,000 a
year, now appear to be possible. The com
mittee has approved the action of the staff
of The Journal, necessary to realize this
economy, subject to maintenance of quality
in printing and binding, and promptness
of preparation.
The committee has laid down a policy
that advertising should not be accepted
which is in any significant way at vari
ance with the editorial tone or professional
character of The Journal. While there can
be neither research nor implied warranties
by The Journal, advertising will be re
quired to avoid questionable taste or ex
travagant claims. It is believed that this
policy will not only contribute to the stand
ing of the publication with its readers, but
also will enhance its value as a medium to
desirable advertisers.
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The committee has considered the edi
torial content of the magazine, particularly
from the standpoints of controversial mat
ters and attention to problems of small
practitioners. With respect to controver
sial matters, the committee reaffirms the
position taken in its report a year ago
that: “the pages of The Journal must be
kept open as a forum in which the progress
and development of accounting may be
observed, even though the articles appear
ing in it are not always in strict accord
ance with the policies of the Institute or
the views of the profession.” It will, how
ever, be our policy to reject contributions
which appear to be basically unsound, or
which are abusive or intemperate.
In recent years, increasing space in The
Journal has been devoted to problems re
lating to small practitioners, small clients,
and small communities. The committee be
lieves that coverage in this field can be
further developed with benefit to many
readers of The Journal, and the editorial
staff is exploring ways of expanding it.
With respect to contributions in general,
the situation is a healthy one. The grow
ing prestige of The Journal makes it the
most desirable publication available from
the standpoint of authors in the field of
accounting, and a substantial volume of
material is being currently offered. This
very fact means that only a small portion

of what is offered can be published. The
editors face the conflicting problems of
encouraging submission of letters and ar
ticles, and yet discouraging it by rejection
of much that is submitted. Both the edi
tors and your committee are keenly aware
of their obligation to make selections as
objectively as is humanly possible, having
in mind that the controlling consideration
must always be the usefulness of The
Journal to its readers. To this end it is
desirable to have at hand a large volume
of material from which to choose, and the
committee wishes to express its apprecia
tion to all contributors whether or not their
manuscripts have been published, and to
encourage further contributions.
The committee considers that its pri
mary objective is to maintain and advance
the position of The Journal as the leader
in its field.
Respectfully submitted,

Edward B. Wilcox, Chairman
Marquis G. Eaton
Russell H. Hassler
Joel Hunter, Jr.
J. K. Lasser
George F. Shannon
Alden C. Smith
Donald L. Trouant
April 19,1949

Committee on By-Laws
To the Council of the
American Institute of Accountants :

Gentlemen : No unfinished business
inherited by this committee from its prede
cessor, and no new proposals for changes
or additions to the by-laws have been re
ceived in time for consideration and report
to the spring meeting of council.
Suggestions were received on April 19
from Mr. William R. Winn in regard to
restatement of Article I of the by-laws and
the elimination of the word “The” from

the name of our organization. These pro
posals will receive early consideration by
this committee, and legal counsel and the
committee recommendations in regard to
them will be included in a later report.
Respectfully submitted,
Coleburke Lyons, Chairman
Clem W. Collins
Robert D. Dana
Lamont E. Fonteine
John M. Stoy
April 19, 1949
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Budget and Finance

American Institute of Accountants
AIA Foundation
American Institute Publishing Co., Inc.
Consolidated and Summarized Budget

1948-1949

Actual
Revenue and
Expenditures
to
Feb. 28, 1949

Revised
Budget
1948-1949

$320,000
260,000
15,000
16,700
100,000
1,500

$311,368
136,561
9,624
8,332
65,222
860

$320,000
261,000
18,000
16,700
125,000
1,500

51,000
$764,200

50,213
$582,180

72,100
$814,300

$ 46,612
61,928
20,068
46,652

$ 20,742
29,489
10,034
23,122

$ 44,472
64,560
20,736
48,629

28,500
15,816
7,200
867

9,187
7,869
3,600
1,186

21,811
15,545
7,200
1,186

70,860
$298,503

35,638
$140,867

70,300
$294,439

$ 2,500
100,000
2,000
10,500

$ 4,115
49,376
1,575
5,000

$ 7,500
100,000
1,575
10,500

2,400
6,500
$123,900
$422,403
$ 5,000
12,500
5,800
$445,703

1,400
3,669
$ 65,135
$206,002
$ 2,917

1,800
6,700
$128,075
$422,514
$ 2,917
12,500
5,800

Budget*

Revenue Estimated:
Membership dues .
Income from The Journal of Accountancy
Income from book sales.............................
Income from investments...........................
Fees from state boards of accountancy. .
Application fees ......................................
Miscellaneous income, including sales of
Institute publications (less production
costs) ......................................................
Total income......................................
Expenditures Appropriated:
Salaries and fees for professional services:
Salaries:
Administration ...................................
Editorial, advertising, and promotion
Public information department........
Research department.........................
Educational department and board of
examiners’ staff .............................
Library staff ......................................
State society service department........
Committee on history.........................
Accounting, purchasing, and office
services ..........................................

Fees for Professional Services:
Technical fees — preparation of ex
amination problems .......................
Fees for grading examination papers
Auditors’ fees.....................................
Public information—professional fees
Technical services for The Journal
of Accountancy .............................
Legal fees and expenses.....................

Honoraria ..................................................
American Institute pension plan.............
Social security taxes.................................
Totals forwarded ...........................

1,230
$210,149

$443,731

*Reclassified to conform with new basis of allocating costs between American Institute of
Accountants and American Institute Publishing Co.
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Totals forwarded...........................
Administrative Expenses:
Stationery and printing .......................
Postage and express .............................
Telephone and telegraph.......................
Rent ...............................................................
Electricity ....................................................

Taxes and insurance.............................
Supplies and equipment.........................
Building expenses and alterations....
Traveling Expenses:
President ................................................
Council and trial board.........................
Staff ........................................................
Publications:
The Journal of Accountancy...............
Certified Public Accountant.................
Special reports to members...................
Cost of books sold.................................
Mailing service of The Journal of
Accountancy ......................................
Advertising and promotion.................

Expenses of uniform examinations..........
Annual meeting, council, and executive
committee expenses...............................
Library books and magazines...................
Technical and other committee expenses.
Public information department expenses.
Committee on selection of personnel........
General expenses......................................
Total expenditures.............................
Estimated excess of income over ex
penditures ..........................................

Budget*
1948-1949

Actual
Revenue and
Expenditures
to
Feb. 28, 1949

Revised
Budget
1948-1949

$445,703

$210,149

$443,731

6,050
25,450
5,960
20,000
2,750
4,700
13,600
3,500
$ 82,010

3,731
14,140
2,649
8,846
1,253
1,059
9,261
1,820
$ 42,759

7,050
28,550
5,680
17,692
2,700
5,300
17,850
2,800
$ 87,622

1,500
10,000
5,500
$ 17,000

$

3,624
$ 4,390

1,500
8,000
7,000
$ 16,500

$115,200
12,000
20,000
6,500

$ 54,888
6,820
13,494
4,272

$110,600
12,000
21,000
8,700

5,000
7,000
$165,700
$ 13,000

1,977
4,841
$ 86,292
$ 11,471

4,000
8,000
$164,300
$ 18,000

8,900
4,000
6,925
4,950
10,000
4,400
$762,588

5,641
2,427
3,744
2,775
2,224
$371,872

10,235
4,500
7,500
5,600
10,000
4,700
$772,688

$

$210,308

$ 41,612

$

1,612

766

$

*Reclassified to conform with new basis of allocating costs between American Institute of
Accountants and American Institute Publishing Co.

77

Budget and Finance
General Fund

Revenue Estimated:
Membership dues......................................
Income from investments.........................
Fees from state boards of accountancy. . .
Application fees........................................
Charge to American Institute Publishing
Co. for administrative and editorial costs
Miscellaneous income including sales of
publications (less production costs) . ..
Total income.......................................

Budget*
1948-1949

Actual
Revenue and
Expenditures
to
Feb. 28,1949

Revised
Budget
1948-1949

$320,000
600
100,000
1,500

$311,368
355
65,222
860

$320,000
600
125,000
1,500

91,800

43,400

90,800

50,000
$563,900

48,853
$470,058

70,000
$607,900

$ 46,612
20,068
46,652

$ 20,742
10,034
23,122

$ 42,972
20,736
48,629

28,500
7,200
867

9,187
3,600
1,186

21,811
7,200
1,186

70,860
$220,759

35,638
$103,509

70,300
$212,834

$ 2,500
100,000
2,000

$ 4,115
49,376
1,575

$ 7,500
100,000
1,575

10,500
6,500
$121,500
$342,259
$ 5,000
12,500
4,000
$363,759

5,000
3,669
$ 63,735
$167,244
$ 2,917

10,500
6,700
$126,275
$339,109
$ 2,917
12,500
4,000
$358,526

Expenditures to be Appropriated:
Salaries and fees for professional services:
Salaries:

Administration ...................................
Public information department..........
Research department.........................
Educational department and board of
examiners’ staff .............................
State society service department....
Committee on history.......................
Accounting, purchasing and office
services ............................................

Fees for Professional Services:
Technical fees in preparation of ex
amination problems .......................
Fees for grading examination papers
Auditors’ fees.....................................
Professional fees for public informa
tion department .............................
Legal fees and expenses...................

Total salaries and professional fees....
Honoraria ..................................................
American Institute pension plan..............
Social security taxes.................................
Totals forwarded...........................

1,195
$171,356

*Reclassified to conform with new basis of allocating costs between American Institute of
Accountants and American Institute Publishing Co.
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Totals forwarded.......................
Administrative Expenses:
Stationery and printing.........................
Postage and express.............................
Telephone and telegraph .....................
Rent ..............................................................

Electricity ..............................................
Insurance ..............................................
Supplies and equipment .......................
Building services ...................................

Traveling Expenses:
President ................................................
Council and trial board.........................
Staff ........................................................
Publications:
The Journal of Accountancy...............
Certified Public Accountant.................
Special reports to members.................
Announcements and advertising Insti
tute publications.................................

Expense of uniform examinations............
Annual meeting, council, and executive
committee expenses ...............................
Technical and other committee expenses..
Public information department.................
Committee on selection of personnel. ...
General expenses ......................................
Total expenditures.........................
Add: Deficit of endowment fund..............

Excess of expenses over income...............
Excess of income over expenses.............

Budget*
1948-1949

Actual
Revenue and
Expenditures
to
Feb. 28,1949

Revised
Budget
1948-1949

$363,759

$171,356

$358,526

5,400
12,900
5,680
15,466
2,750
1,250
11,300
3,500
$ 58,246

3,242
7,855
2,513
6,579
1,253
1,012
7,577
1,820
$ 31,851

6,000
15,900
5,400
13,157
2,700
1,250
15,000
2,800
$ 62,207

$

1,500
10,000
5,500
$ 17,000

$

766
..........
3,624
$ 4,390

$

$ 37,500
12,000
20,000

$ 37,256
6,820
13,494

$ 38,400
12,000
21,000

2,500
$ 72,000
$ 13,000

1,276
$ 58,846
$ 11,471

3,000
$ 74,400
$ 18,000

8,900
6,925
4,950
10,000
3,000
$557,780
10,010
$567,790
$ 3,890

5,641
3,744
2,775

1,221
$291,295
4,651
$295,946

10,235
7,500
5,600
10,000
3,000
$565,968
9,240
$575,208

$174,112

$ 32,692

1,500
8,000
7,000
$ 16,500

*Reclassified to conform with new basis of allocating costs between American Institute of
Accountants and American Institute Publishing Co.
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Endowment Fund

Revenue Estimated:
Income from investments.........................
Contribution for library from the Foun
dation ......................................................
Miscellaneous income (profit from sales of
Accountants’ Index Supplements) ....
Total income .....................................

Expenditures to be Appropriated:
Salaries of library staff.............................
Social security taxes ...............................
Administrative expenses:
Stationery and printing.........................
Postage and express.............................
Telephone and telegraph .....................
Rent ........................................................
Supplies and equipment .......................
Books and magazines.................................
General expenses ......................................
Total expenditures.........................
Excess of expenses over income to be
absorbed by general fund.......................

Budget*
1948-1949

Actual
Revenue and
Expenditures
to
Feb. 28,1949

Revised
Budget
1948-1949

$ 12,000

$ 5,728

$ 12,000

3,400

1,866

3,400

1,000
$ 16,400

1,360
$ 8,954

2,100
$ 17,500

$ 15,816
300

$ 7,869
64

$ 15,545
300

50
250
160
4,534
700
$ 5,694
$ 4,000
600
$ 26,410

26
148
84
2,267
458
$ 2,983
$ 2,427
262
$ 13,605

50
300
160
4,535
750
$ 5,795
$ 4,500
600
$ 26,740

$ 10,010

$ 4,651

$ 9,240

American Institute of Accountants Foundation

Budget*
1948-1949
Revenue Estimated:
Income from investments.........................
Total income...................................

Expenditures to be Appropriated:
Contribution to endowment fund—library
General expenses.......................................

Actual
Revenue and
Expenditures
to
Feb. 28,1949

Revised
Budget
1948-1949

1,999
1,999

$ 3,600
$ 3,600

1,866
133
$ 1,999

$ 3,400
200
$ 3,600

$ 3,600
$ 3,600

$
$

$ 3,400
200
$ 3,600

$
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American Institute Publishing Co., Inc.

Revenue, Estimated:
Income from The Journal of Accountancy
for subscriptions earned, advertising, and
sales of single copies ...........................
Income from sales of books ...................
Income from investments.........................
Total income .....................................
Expenditures to be Appropriated:
Salaries and fees for professional services:
Salaries:
Editorial, advertising, and promotion
Accounting, purchasing, and office
services and circulation...............

Fees for professional services:
Technical services for The Journal of
Accountancy .......................................

Total salaries and fees for professional
services ..................................................
American Institute pension plan..............
Social Security taxes ...............................
Editorial services.......................................
Administrative, accounting, and general
office personnel.......................................
Rent, light, insurance, and building ex
penses ......................................................
General overhead expenses .....................
Stationery and printing ...........................
Postage and express...................................
Telephone and telegraph .........................
Insurance and taxes .................................
Supplies and equipment ...........................
Advertising and promotion .....................
Mailing services of The Journal of Ac
countancy ................................................
General expenses .......................................
Total expenditures.........................
Excess of income over expenditures....

Budget*
1948-1949

Actual
Revenue and
Expenditures
to
Feb. 28, 1949

Revised
Budget
1948-1949

$184,800
8,500
500
$193,800

$101,761
5,352
2-50
$107,363

$191,800
9,300
500
$201,600

$ 51,752

$ 24,271

$ 54,180

10,176
$ 61,928

5,218
$ 29,489

11,880
$ 66,060

$ 2,400
$ 2,400

$
$

$ 64,328
$ 7,500
1,500
37,800

$ 30,889
$ 1,250
29**
18,900

1,400
1,400

$
$

1,800
1,800

$ 67,860
$ 6,500
1,500
37,800

21,000

10,500

21,000

7,500
18,000
600
12,300
120
3,450
1,600
7,000

3,750
9,000
463
6,137
52
47
1,226
4,841

7,500
18,000
1,000
12,350
120
4,050
2,100
8,000

5,000
600
$188,298
$ 5,502

1,977
608
$ 89,611
$ 17,752

4,000
900
$192,680
$ 8,920

*Reclassified to conform with new basis of allocating costs between American Institute of
Accountants and American Institute Publishing Co.
**Red

